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ot since the

Eisenhower and -

Kennedy presidential
administrations intervened in
labor relations and pricing has
there been such government and
political interest in the domestic
steel industry. The spotlight is
understandable since more than
half of the industry’s capacity is
under bankruptcy protection.
While we certainly have an
interest and a stand in the
dialogue on trade, consolidation
and legacy costs, I won’t dwell on those issues here. As I
stated in our year-end earnings release, I take great pride
that the men and women of AK Steel were little distracted
by the chaos in the industry and simply focused on
improving the measures that have put AK Steel at the top for
eight consecutive years. The results speak for themselves.

Richard M. Wardrop, Ir.

Chairman, Chief Executive
Officer and President

SAFETY FIRST, FIRST IN SAFETY

The industry leader in safety performance for eight years,
AK Steel officially became a “Star” performer in 2001. Our
Butler (PA) Works earned the prestigious “Star” designation
for Voluntary Protection Programs from the federal
Occupational Safety and Health Administration (OCSHA).

We were honored that Mr. John
Henshaw, Assistant Secretary--
for OSHA personally
presented the award

Butler Works

to our Butler Works — jé/ﬁ
employees, who have M/
OSHA-VPP

demonstrated outstanding
safety results through a
cooperative, effective safety
program that goes above and beyond OSHA requirements.

Our Middletown Works Coke Department, honored
as the safest coke battery in the U.S. industry three of the
last four years, demonstrated a second consecutive year
without a single recordable injury. Gverall, our employees
lowered the recordable injury rate to 1.19, a 17 percent
improvement from the prior year, and five times better
than the industry average.

STAR DESIGNATION

UNSURPASSED QUALITY

It is my observation that AK Steel employees have grown
quite fond of wearing the badges of honor bestowed upon
them by our customers. In 2001 we certainly added to their
wardrobes. Our Rockport Works, which a few years ago we
still referred to as a construction project, earned Ford
Motor Company’s Q1 Certification. In my opinion this

feat is all the more remarkable knowing that many of our
Rockport Works production technicians first saw a steel
mill the day we opened our doors for business in Indiana
just a few years ago.

On the heels of
Rockport’s Q1 flag-raising
ceremony we received
Ford’s highest honor, the
Gold World Excellence
Award. AK Steel was one
of only six U.S. suppliers
to Ford to receive the Gold
Award, which signifies excellence in the three target areas
of quality, cost and delivery. We supply Ford with a wide
range of carbon and stainless flat-rolled steels for some of
the automaker’s most popular vehicles.

AKX Steel further solidified its longstanding
relationship with Toyota. AK Steel supplies steel for
virtually every Toyota model made in North America.

While being recognized for earning dual quality and
delivery awards for an unprecedented seventh straight year,
AK Steel was honored to match Toyota’s $10,000
contribution to help fund the Toyota/AK Steel Scholarship
in our Middletown headquarters community. The
scholarship will target high school students who would
otherwise not have the means to pursue a college
education. U.S. Congressman John A. Boehner, chairman
of the House Education and Workforce Committee, joined
hundreds of our employees and Toyota officials in Middletown
to announce the scholarship.

You may not think of steel when it comes to television
sets, but our steels are important components of the frames
that support traditional and flat panel screens. As a result
of the outstanding efforts of our Coshocton Works
employees, Sony presented AK Steel with an award
for customer service.

YA ASee

G O L D

WORLD EXCELLENCE AWARD

PRODUCTIVITY GAINS

With markets slumping throughout the year, some
of our operations were scaled back to balance output
with orders. Still, our employees found ways to set world
records in productivity. At the top of the list was our
Rockport Continuous Galvanizing and Galvannealing
Line. Despite the line’s nameplate capacity of 800,000
tons per year, the team at Rockport produced over one
million tons in 2001. That performance helped boost
our overall shipments of galvanized and galvannealed
material to a yearly record in support of what
continued to be a strong automotive market.

Rockport's productivity was certainly
supported by an outstanding maintenance
effort. In fact, Rockport Works and its
contractor maintenance partners were
recognized with the North American
Maintenance Excellence AWard,
the second time an AK Steel
plant has received the award.
The market for our electrical
steels, used in energy generation,
transmission and distribution,
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PARTI

JTtem I. Business.
Operations

AK Steel Holding Corporation (“AK Holding”), through its wholly-owned subsidiary, AK Steel Corporation
(“AK Steel” and, together with AK Holding, the “Company”), is a fully-integrated producer of flat-rolled carbon,
stainless and electrical steels. Its operations include those previously conducted by Armco Inc. (“Armco”), which
merged with and into AK Steel on September 30, 1999. The merger enhanced AK Steel’s steel producing
capability and market position by allowing it to combine the distinct strengths of each company’s individual
plants into a unified steelmaking operation (“Steel Operations”).

In addition to its Steel Operations, the Company owns and operates a Snow and Ice Control Products
company as well as pipe and tubing businesses and an industrial park. Information-about the Company’s Steel
Operations, Snow and Ice Control Products segment and Other Operations is set forth in Item 7, Management’s
Discussion and Analysis of Financial Condition and Results of Operations, and in Note 9 to the Consolidated
Financial Statements, which is set forth in Item 8.

The Company’s Steel Operations consist of seven steelmaking and finishing plants located in Indiana,
Kentucky, Ghio and Pennsylvania that produce flat-rolled carbon steels, including premium quality coated, cold-
rolled and hot-rolled products, and specialty stainless and electrical steels that are sold in slab, hot band, and
sheet and strip form. The Steel Operations also include European trading companies that buy and sell steel and
steel products. AK Steel is registered under the ISO 9002 international quality standard and certified under the
QS 9000 quality assurance program used by domestic automotive manufacturers and has received numerous
quality awards from many of its major customers. In addition, AK Steel has received a number of awards for
safety and, in 2001, its Ashland Works became the first steel plant in the United States to receive ISO 14001
environmental certification. : '

The Company’s Snow and Ice Control Products segment consists of Douglas Dynamics, L.L.C., the largest
North American manufacturer of snowplows, and salt and sand spreaders for four-wheel drive light trucks. From
three plants, its products are sold under the brand names Western and Fisher through independent distributors in
the United States and Canada.

The Company’s Other Operations consist of AK Tube L.L.C., Sawhill Tubular Products and Greens Port
Industrial Park. On July 27, 2001, the Company acquired substantially all of the assets at the fabricating plant of
Alpha Tube Corporation, which it renamed AK Tube L.L.C. AK Tube is a manufacturer and distributor of
welded steel tubing used in the automotive, large truck and construction markets. Sawhill Tubular, with three
fabricating plants, manufactures a wide range of steel pipe and tubing products for the construction, industrial,
plumbing and heating markets. The Greens Port Industrial Park on the Houston, Texas ship channel leases land,
buildings and rail car storage facilities to third parties and operates a deep water loading dock on the channel.

On December 18, 2001, the Company announced that it had signed a letter of intent to sell the assets of
Sawhill Tubular to John Maneely Company. The Company expects to complete this sale in the first half of 2002.

Customers

AK Steel’s flat-rolled carbon steel products are sold primarily to automotive manufacturers and to
customers in the appliance, industrial machinery and equipment, and construction markets, consisting principally
of manufacturers of home appliances, heating, ventilation and air conditioning equipment and lighting products.
Hot-rolled, cold-rolled, and coated carbon steel products are also sold to distributors, service centers and
convertors who may further process these products or resell them without further processing.

AK Steel sells its stainless steel products primarily to customers in the automotive industry, as well as to
manufacturers of food handling, chemical processing, pollution control and medical and health equipment.
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Electrical steels, which are iron-silicon alloys with unique. magnetic propertiés, are sold primarily to
manufacturers of power transmission and distribution transformers, electrical motors and generators, and lighting
ballasts.

In conducting its Steel Operations, AK Steel’s marketing efforts are principally directed toward those
customers, such as automotive manufacturers, who require precise just-in-time delivery, technical support and
the highest quality flat-rolled steel. Management believes that AK Steel’s enhanced product quality and delivery
capabilities, and its emphasis on customer technical support and product planning, are critical factors in its ability
to serve this segment of the market. The following table sets forth the percentage of the Steel Operations net sales
attributable to various markets: ‘

Years Ended
December 31,

1999 2000 2001

AULOIMOTIVE . o ot ittt e e et e e 55% 52% 357%
Appliance, Industrial Machinery and Equipment, and Construction ... ... 25% 24% 25%
Distributors, Service Centers and Convertors . ...........covvrvnnn... 20% 24% 18%

The Steel Operations segment is a major supplier to the domestic automotive industry, including those
foreign manufacturers with plants in the United States. Shipments to General Motors Corporation, AK Steel’s
largest customer, accounted for approximately 15%, 15% and 18% of Steel Operations net sales in 1999, 2000
and 2001, respectively. No other customer accounted for more than 10% of net sales for any of these years.

AK Steel is a party to contracts with all of its major automotive and most appliance industry customers with
terms that range from one to three years. These contracts, which are typically finalized late in the year, set forth
prices to be paid for each product category during each year of their term. Except for certain stainless steel
agreements, which permit increased costs for nickel and chrome to be passed on to the customer, these contracts
do not permit price adjustments to reflect changes in prevailing market conditions or energy and raw material
costs. Approximately 73% of AK Steel’s shipments of flat-rolled steel products in 2001 were made to contract
customers with the balance being made in the spot market at prevailing prices at the time of sale.

Raw Materials

The principal raw materials required for AK Steel’s steel manufacturing operations are carbon and stainless
steel scrap, iron ore, coal, electricity, natural gas, oxygen, chrome, nickel, silicon, molybdenum, zinc, limestone
and other commodity materials. In addition, AK Steel routinely purchases between 10% and 15% of its carbon
steel slab requirements from other steel producers, located primarily outside the United States, to supplement the
production from its own steelmaking facilities. Most purchases of coal, iron ore and limestone, as well as
transportation services, are made at negotiated prices under annual and multi-year agreements. Purchases of
carbon steel slabs, stainless steel scrap, natural gas and other raw materials are made -at prevailing market prices,
which are subject to price fluctuations in accordance with supply and demand. AK Steel believes that adequate
sources of supply exist for all of its raw material and energy requirements.

Employees

As of December 31, 2001, the Company had approximately 11,300 employees. Approximately 7,900
employees at nine of AK Steel’s fourteen plants are represented by international or independent labor unions,
under contracts with expiration dates extending through 2006. Two labor contracts covering approximately 100
employees at AK Steel’s Butler Works expire in 2002. ‘

AK Steel’s Mansfield Works was one of the facilities owned and operated by Armco prior to its merger with
AK Steel on September 30, 1999. On September 1, 1999, the contract between Armco and the United
Steelworkers of America covering approximately 600 hourly workers, including -100 on layoff status, at the
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Mansfield Works expired. Because of production slowdowns, vandalism and threats of violence on the part of
union members, Armco informed the union, and the Company understood, that it would lock out represented
employees while it continued to bargain with the union. Since September 1999, bargaining between the Company
and the union has continued while salaried employees and temporary replacement workers have operated the
Mansfield Works.

C@mpetﬁtﬁ@m

AK Steel competes with domestic and foreign flat-rolled carbon, stainless and electrical steel producers and
producers of plastics, aluminum and other materials that can be used in lien of flat-rolled steels in manufactured
products. Price, quality, delivery and service are the primary competitive factors and vary in relative importance
according to the category of product and customer requirements.

Domestic steel producers face significant competition from foreign producers who typically have lower
labor costs. In addition, many foreign steel producers are owned, controlled or subsidized by their governments
and their decisions with respect to production and sales may be influenced more by political and economic policy
considerations than by prevailing market conditions.

On October 22, 2001, the U. S. International Trade Commission (“ITC") determined that increased imports
of various carbon and alloy flat-rolled steel products, slabs, long and tubular steel products and certain stainless
and tool products are a substantial cause of serious injury to a domestic industry defined to include U.S.
producers of these products. On December 19, 2001, the ITC submitted its findings and remedy
recommendations to the President of the United States. On March 5, 2002, the President announced his decision
to impose temporary safeguard remedies on the steel products which were the subject of the ITC
recommendations. Those remedies included a tariff rate quota on imported steel slabs, which are purchased by
the Company to supplement its own production, and tariffs on various imported finished steel products, some of
which are sold in competition with products manufactured and sold by the Company. At this time, it does not
appear that the net effect of the total remedies imposed by the President will be material to the Company’s results
of operations.

Environmental Matters

Domestic steel producers, including AK Steel, are subject to stringent federal, state and local laws and
regulations relating to the protection of human health and the environment. Over the past three years, AK Steel
has expended the following for environmental related capital investments and environmental compliance costs:

Years Ended
December 31,

1999 2000 2001
(in millions)
- Environmental related capital investments . . ............ ... $ 72 $101 $188
Environmental compliance costs ..............coiiiiiiiiiiiii 859 935 995

Except as expressly noted below, management does not anticipate any material impact on AK Steel’s
recurring operating costs or future profitability as a result of its compliance with current environmental
regulations. Moreover, because all domestic steel producers operate under the same set of federal environmental
regulations, management believes that AK Steel is not competitively disadvantaged by its need to comply with
these regulations. ‘

Environmental Remediation

AK Steel and its predecessors have been conducting steel manufacturing and related operations for more
than 100 years. Although their operating practices are believed to have been consistent with prevailing industry
standards during this time, hazardous materials may have been released in the past at one or more operating sites,
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including sites that are no longer owned by AK Steel. Potential remediation expenditures have been estimated for
those sites where future remediation efforts are probable based on identified conditions, regulatory requirements
or contractual obligations arising from the sale of a business.

Pursuant to the Resource Conservation and Recovery Act (“RCRA”), which governs the treatment, handling
and disposal of hazardous waste, the United States Environmental Protection Agency (“EPA”) and authorized
state environmental agencies may conduct inspections of RCRA regulated facilities to identify areas where there
have been releases of hazardous waste or hazardous constituents into the environment and may order the
facilities to take corrective action to remediate such releases. The Company’s major steelmaking facilities are
subject to RCRA inspections by environmental regulators. While the Company cannot predict the future actions
of these regulators, the potential exists for required corrective action at these facilities.

Under authority conferred by the Comprehensive Environmental Response, Compensation and Liability Act
(“CERCLA"), the EPA and state environmental authorities have conducted site investigations at certain of AK
Steel’s facilities, portions of which previously had been used for disposal of materials that are currently subject to
regulation. While the results of these investigations are still pending, AK Steel could be directed to expend funds
for remedial activities at the former disposal areas. Because of the uncertain status of these investigations,
however, management cannot predict whether or when such expenditures might be required or their magnitude.

On July 27, 2001, AK Steel received a Special Notice Letter from the EPA requesting that AK Steel agree to
conduct a Remedial Investigation/Feasibility Study (“RUFS”) and enter into an administrative order on consent
pursuant to Section 122 of CERCLA regarding the former Hamilton Plant of Armco located in New Miami, Chio.
The Hamilton Plant is no longer an operating steel mill, having ceased operations in 1990, and all of its former
structures have been demolished and removed. While AX Steel does not agree that a site-wide RI/FS is necessary or
appropriate at this time, AK Steel has offered to negotiate with the EPA concerning the specific terms and
conditions under which it would conduct such a study. If an agreement with the EPA cannot be reached on the
specific terms and conditions of the proposed RI/FS, AK Steel intends to contest this matter vigorously.

Environmental Proceedings

Federal regulations promulgated pursuant to the Clean Water Act impose categorical pretreatment limits on
the concentrations of various constituents in coke plant wastewater prior to discharge into publicly owned
treatment works (“POTW?”). Due to concentrations of ammonia and phenol in excess of these limits in
wastewater from the Middletown Works, AK Steel, through the Middletown POTW, petitioned the EPA for
“removal credits,” a type of compliance exemption, based on the Middletown POTW’s satisfactory treatment of
the wastewater for ammonia and phenol. The EPA declined to review the petition on the grounds that it had not
yet promulgated new sludge management rules. AK Steel thereupon sought and obtained from the United States
District Court for the Southern District of Ohio an injunction prohibiting the EPA from instituting enforcement
action against AK Steel for noncompliance with the pretreatment limitations, pending the EPA’s promulgation of
the applicable sludge management regulations. Management is unable to predict the outcome of this matter.
However, if the EPA eventually refuses to grant the petition for removal credits, AK Steel could incur additional
costs to construct pretreatment facilities at the Middletown Works.

On February 27, 1995, the Ohio Environmental Protection Agency (“OEPA”) issued a Notice of Violation
with respect to the Zanesville Works alleging noncompliance with both a 1993 order and various state
regulations regarding hazardous waste management. AK Steel is continuing to work with the OEPA and the Ohio
Attorney General’s Office to achieve final resolution of this matter. In addition, AK Steel is negotiating with the
EPA for an order concerning these same waste management issues.

On June 29, 2000, the United States filed a complaint on behalf of the EPA against AK Steel in the U. S.
District Court for the Southern District of Chio (the “Federal Action™) for alleged violations of the Clean Air
Act, the Clean Water Act and the RCRA. On the same date, AK Steel filed a Verified Complaint for Declaratory
and Injunctive Relief in the Court of Common Pleas for Butler County, Ohio (the “State Action”) against the
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State of Ohio and the OEPA seeking a declaration that, among other things, (a) AK Steel is in compliance with
its operating permits for the blast furnace and basic oxygen furnaces at its Middletown Works, which would
preclude the State of Ohio and the OEPA from taking any action to order or enforce obligations on AK Steel with
respect to those facilities, and (b) that any emissions from the Middletown Works do not cause, or otherwise
contribute to, a‘public nuisance. On June 30, 2000, the State of Chio moved to intervene in the Federal Action.
On March 29, 2001, the U.S. District Court ruled that the State of Chio could conditionaily intervene in the
Federal Action. Subsequently, Chio filed a conditional complaint, which included various environmental claims,
including seven air pollution claims. On May 9, 2001, AK Steel moved to dismiss all of Ohio’s claims in the
Federal Action. On July 27, 2001, the Court of Common Pleas in the State Action declared null and void two
Notices of Violation issued by the GEPA upon which certain of the air pollution claims of the EPA and Ohio in
the Federal Action were predicated. Subsequently, the court held that that effectively concludes the State Action.
AK Steel has appealed that holding to the 12t District Court of Appeals in Butler County, Chio. On October 17,
2001, the OEPA issued a similar new Notice of Violation, but moved to amend its conditional complaint in the
Federal Action to withdraw four of its air pollution claims, which were predicated on the two original Notices of
Violation that were declared null and void. On September 27, 2001, the U.S. District Court dismissed with
prejudice the EPA’s air pollution claim, which had been predicated on the two voided Notices of Violation
letters. In addition, on December 19, 2001, the U.S. District Court stayed the remaining three air pollution
claims of the OEPA in the Federal Action pending resolution of a related administrative appeal to the Chio
Environmental Review Appeals Commission addressing the newly issued OEPA Notice of Violation. AK Steel’s
motion to dismiss the OEPA claims not yet dismissed in the Federal Action remains pending. No trial date has
yet been set in the Federal Action. AK Steel is vigorously contesting all of the remaining claims. If OEPA and/or
the EPA are completely successful in obtaining the relief they seek in the Federal Action with respect to their air
pollution claims, it could result in significant penalties and require a substantial capital investment to install
interim pollution control equipment on the blast furnace and basic oxygen furnaces at the Middletown Works
under current federal pollution control regulations before certain proposed new federal regulations are made
final. Once those proposed new federal regulations become final, AK Steel could be required to make another
substantial capital investment to replace the interim pollution control equipment. Under those circumstances, the
Company may conclude that it is more cost-effective to purchase slabs than to make them at the Middletown
Works and may elect to shut down the hot end facilities of the Middletown Works. If the EPA and OEPA are
completely successful in obtaining the relief they seek in the Federal Action with respect to their water and/or
RCRA claims, it could result in substantial penalties and an order requiring AK Steel to investigate and
remediate alleged polychlorinated biphenyl and polycyclic aromatic hydrocarbon contamination in Monroe Ditch
and Dick’s Creek, which are located on and adjacent to the Middletown Works. At this time, the Company is
unable to estimate the cost of an adverse outcome related to the air pollution, water pollution or RCRA claims or
the potential cost of a shutdown of the hot end of the Middletown Works.

On September 30, 1998, Armco received an order from the EPA under Section 3013 of RCRA requiring it
to develop a plan for investigation of eight areas of the Mansfield Works that allegedly could be sources of
contamination. A site investigation began in November 2000 and is continuing.

On June 27, 2000, the EPA issued an Emergency Order pursuant to the Safe Drinking Water Act to AK
Steel’s Butler Works located in Butler, Pennsylvania concerning discharge of nitrate/nitrite compounds to the
Connoquenessing Creek, an occasional water source for the Borough of Zelienople. On March 2, 2001, AK Steel
entered in an agreed administrative order with the EPA calling for, among other things, a decrease in the levels of
nitrates and nitrites in the treated water discharged to waters of the Commonwealth of Pennsylvania by AK
Steel’s Butler Works and for the provision of emergency drinking water for Zelienople during certain times when
it must draw drinking water from the Connoquenessing Creek. AK Steel has taken and is continuing to take the
measures necessary to comply with that order.

In addition to the foregoing matters, the Company is or may be involved in proceedings with various
regulatory authorities that may require the Company to pay fines, comply with more rigorous standards or other
requirements or incur capital and operating expenses for environmental compliance. Except to the limited extent
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noted above with respect to the claims in the Federal Action, management believes that the ultimate disposition
of the foregoing proceedings will not have, individually or in the aggregate, a material adverse effect on the
Company’s consolidated financial condition, results of operations or cash flows.

Item 2. Properties.

The Company’s corporate headquarters are located in Middletown, Ohio. Steelmaking and finishing
operations are conducted at seven facilities located in Indiana, Kentucky, Ohio and Pennsylvania. Seven
fabricating plants are located in Pennsylvania, Ohio, Wisconsin, Maine and Tennessee, and an industrial park is
located in Texas. All of these facilities, except for a leased tubing facility, are owned by the Company.

Coke manufacturing plants, blast furnaces, basic oxygen furnaces and continuous casters for the production
of carbon steel are located at the Ashland Works in Kentucky and the Middletown Works in Ohio. A hot rolling
mill, cold rolling mill, pickling lines, annealing facilities and temper mills as well as four coating lines are
located at the Middletown Works, and one additional coating line is located at the Ashland Works. Together,
these facilities are located on approximately 5,400 acres of land.

The Rockport Works in Indiana consists of a state-of-the-art continuous cold rolling milil, a continuous hot-
dip galvanizing and galvannealing line, a continuous carbon and stainless steel pickling line, a continuous
stainless steel annealing and pickling line, hydrogen annealing facilities and a temper mill. The 1.7 million
square-foot plant is located on a 1,700-acre site.

The Butler Works in Pennsylvania, which is situated on 1,300 acres with 3.5 million square feet of
buildings, produces stainless and electrical steel. Melting takes place in three electric arc furnaces that feed an
argon-oxygen decarburization unit and a vacuum degassing unit for refining molten metal. These units feed two
double strand continuous casters. The Butler Works also includes a hot rolling mill, annealing and pickling units
and two fully automated tandem cold rolling mills. It also has various intermediate and finishing operations for
both stainless and electrical steels.

The Coshocton Works in Chio, located on 650 acres, consists of a 570,000 square-foot stainless steel
finishing plant, containing three Sendzimer mills and two Z-high mills for cold reduction, four annealing and
pickling lines, ten bell annealing furnaces, three bright annealing lines and other processing equipment, including
temper rolling, slitting and packaging facilities.

The Mansfield Works in Chio, which produces stainless steel, consists of a 1.6 million square-foot facility on a
548-acre site and includes a melt shop with two electric arc furnaces, an argon-oxygen decarburization unit, a thin-
slab continuous caster, a six-stand hot rolling mill, a four-stand tandem cold rolling mill and a pickling line.

The Zanesville Works in Ohio, with 508,000 square feet of buildings on 88 acres, is a finishing plant for
some of the stainless and electrical steel produced at the Butler Works and Mansfield Works and has a Sendzimer
cold rolling mill, annealing and pickling lines, high temperature box anneal and other decarburization and
coating units.

Douglas Dynamics manufactures snow and ice control products at three plants located in Maine, Tennessee
and Wisconsin. The plants are equipped to machine, fabricate, weld, finish and assemble components for
snowplows, and salt and sand spreaders.

Sawhill Tubular has three fabricating plants located in Ohio and Pennsylvania, which include a stretch
reduction mill, continuous welding mills and finishing and galvanizing facilities.

AK Tube located in Ohio operates five electric resistance weld tube mills, two slitters, two cut-to-length
machines and various other processing equipment housed in a 330,000 square foot leased facility.

Greens Port Industrial Park, located on approximately 650 acres on the Houston, Texas ship channel,
consists of land, buildings, rail car storage facilities and a deep water loading dock.
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Item 3. Legal Proceedings.

In addition to the environmental matters discussed in Item 1 and the items discussed below, there are
various claims pending against the Company and its subsidiaries involving product liability, reinsurance and
insurance arrangements, antitrust, patent, employee benefits and other matters arising in the ordinary course of
business. Except to the limited extent noted above with respect to the claims in the Federal Action, in
management’s opinion, the ultimate liability resulting from all of these claims, individually and in the aggregate,
should not have a material adverse effect on the Company’s consolidated financial position, results of operations
or cash flows.

On July 13, 2001, Orinoco Iron, C.A. (“Orinoco”) filed an action against AK Steel in the United States
District Court for the Southern District of Chio, Case No. C-1-01-461. Orinoco and AK Steel are parties to a
contract whereby Orinoco supplies AK Steel with a form of iron ore referred to as hot briquetted iron (“HBI”).
Orinoco asserts claims for breach of contract, repudiation of contract and breach of a covenant of good faith and
fair dealing with respect to that HBI supply contract and is seeking damages in excess of $60 million. AK Steel
has filed a response to the Complaint in which it denies Orinoco’s claims and asks the court to reform the HBI
supply contract to reflect the original intent of the parties that the price paid by AK Steel under that contract
would more closely track the world price for HBI. Discovery is underway. Trial is tentatively scheduled for April
2003. AK Steel intends to contest Crinoco’s claims vigorously.

In April 2000, a class action was filed in the United States District Court for the Southern District of Ohio
by Bernard Fidel and others against AK Steel Holding Corporation and certain of its directors and officers,
alleging material misstatements and omissions in the Company’s public disclosure about its business and
operations. The defendants are vigorously defending this action. AK Steel has filed a motion to dismiss the
action, which currently is pending. Discovery is stayed pending resolution of the motion to dismiss. No trial date
has been scheduled. - o

" A number of lawsuits alleging asbestos exposure are pending and continue to be filed against AX Steel. The
majority of these lawsuits have been filed in Texas and relate to the former Houston Works facility. Such cases
typically involve a large number of plaintiffs claiming against a large number of defendants. AK Steel is
normally named as a defendant by a small percentage of the plaintiffs who typically were frequenters
(independent contractors, delivery personnel, etc.) claiming that they were exposed to asbestos while they were
on the premises. AK Steel is actively and vigorously defending these cases.

On January 2, 2002, John D. West, a former employee, filed a purported class action in the United States
District Court for the Southern District of Ohio against the AK Steel Corporation Retirement Accumulation
Pension Plan (the “AK RAPP”) and the AK Steel Corporation Benefit Plans Administrative Committee (the “AK
BPAC”) claiming that the method used under the AK RAPP to determine lump sum distributions is improper and
that, as a result, the benefits previously paid to plaintiff and putative class members from the AK RAPP were
understated in violation of the Employment Retirement Income Security Act of 1974 and the Internal Revenue
Code of 1986. The AK RAPP is the cash balance plan component of the AK Steel Noncontributory Pension Plan
(the “AK NCPP”). The AK NCPP provides that the Company will indemnify members of AK BPAC from any
liability and expense incurred by reason of serving as a member of AK BPAC. Because the action was only
recently filed, the defendants have not yet responded to the Complaint and no discovery has yet commenced. The
defendants intend to contest this matter vigorously.

Itemm 4. Submission of Matters te a Vote of Security Holders.

No matters were submitted to a vote of security holders during the fourth quarter of 2001.




Executive Officers

The following table sets forth the name, age and principal position with the Company of each of its
executive officers as of March 13, 2002:

Name ) ﬁ Positions with the Company
Richard M. Wardrop, Jr. ........... 56  Chairman, Chief Executive Officer and President
JohnG.Hritz ............ S 47 Executive Vice President
James L. Wainscott .............. 44  Senior Vice President and Chief Financial Officer
Michael T.Adams .. ............. 44  Vice President, Sales and Marketing
James M. Banker................ 45 Vice President, Operations
Michael P. Christy .............. 45 Vice President, Purchasing and Transportation
Thomas C. Graham, Jr. ........... 47 Vice President, Research and Engineering
BrendaS.Harmon ............... 50 Vice President, Human Resources and Secretary
J. Theodore Holmes ............. 57 Vice President, Customer Service
DavidC.Hormn.................. 50 Vice President and General Counsel
AlanH. McCoy ................. 50 Vice President, Public Affairs
Emest E. Rummler .............. 51 Vice President, Manufacturing Planning & Steel Sourcing
James W. Stanley ............... 57 Vice President, Safety and Health

Richard M. Wardrop, Jr. has been Chairman of the Board since January 1997. He has been a director since
March 1995 and Chief Executive Officer since May 1995. Mr. Wardrop also served as President of the Company
from April 1994 until March 1997. On February 8, 2002, he was again elected to also serve as President of the
Company effective March 2, 2002.

John G. Hritz was ¢lected Executive Vice President in January 1999. He also served as General Counsel
from August 1996 until April 2001, a Senior Vice President from May 1998, and as a Vice President from
August 1996 and as Corporate Secretary from that date until January 1999.

James L. Wainscott has been the Company’s Chief Financial Officer since July 1998 and served as its
Treasurer from April 1995 until April 2001. Mr. Wainscott was elected Senior Vice President in January 2000,
having previously served as a Vice President from April 1995.

Michael T. Adams was elected Vice President, Sales and Marketing in December 2000. Mr. Adams had
been Vice President, Manufacturing from July 1998 until that date. From October 1995 until July 1998, he served
as General Manager, Manufacturing of the Company’s Middletown Works.

James M. Banker was elected Vice President, Operations in December 2000. From May 1999 until that date
he served as Vice President, Sales and Marketing. From April 1992 to May 1999, Mr. Banker was General
Manager, Sales for the Company.

Michael P. Christy has been Vice President, Purchasing and Transportation since November 1998. From
January 1998 until that date, Mr. Christy-had been Vice President, Purchasing and Financial Analysis.
Mr. Christy was named Director, Purchasing and Financial Analysis in May 1997 after having served as Director,
Financial Planning and Analysis since June 1996.

Thomas C. Graham, Jr. has been ViceAPresident, Research and Engineering since June 1996.

Brenda S. Harmon has been Vice President, Human Resources since January 1998. She assumed the
additional responsibilities of Corporate Secretary in March 1999. Mrs. Harmon had been General Manager,
Human Resources since September 1996.

J. Theodore Holmes was elected Vice President, Customer Service in January 2000. From May 1999 until
that date, Mr. Holmes was Director, Customer Service. Mr. Holmes was Director, Customer Service & Product
Administration from August 1998 to May 1999; General Manager, Manufacturing Planning from July 1997 to
August 1998; and General Manager, Customer Service from November 1992 to July 1997.

David C. Horn was elected Vice President and General Counsel in April 2001. Before joining AK Steel as
Assistant General Counsel in December 2000, Mr. Horn was a partner in the Cincinnati-based law firm now
known as Frost Brown Todd LLC.




Alan H. McCoy has been Vice President, Public Affairs since January 1997. From March 1994 until that
date, Mr. McCoy served as General Manager, Public Relations.

Ernest E. Rummler was elected Vice President, Manufacturing Planning & Steel Sourcing in January 2000.
From August 1998 until that date, Mr. Rummler served as Director, Manufacturing Planning & Steel Sourcing.
From July 1997 until August 1998, Mr. Rummler was General Manager, Customer Service, and from June 1992
until July 1997, he was General Manager, Manufacturing Planning.

James W. Stanley has been Vice President, Safety and Health since January 1996.

PARTII

Item 5. Market for Registrant’s Common Equity and Related Steckholder Matters.

AK Holding’s common stock has been listed on the New York Stock Exchange since April 5, 1995 (symbol:
AKS). The table below sets forth, for the calendar quarters indicated, the reported high and low sales prices of
the common stock:

M High Low
FirstQuarter ......... ... .. .. ... ciivinnn.. e e $20.1250 $7.8750
Second QUarter . .....ooir it e $12.0000 $8.0000
Third Quarter . . ... .. . e e $11.4375 $8.5625
Fourth Quarter . ... ... i e et $10.1875 $7.5000

@ High Low
First QUarter ... ...ttt $10.50 $8.43
Second QUATET .. ...\ttt e $15.00 $9.40
Third QUArTEr . . ... e $14.03 $7.50
Fourth QUarter .. ... ...ttt $12.70 $8.30

As of March 13, 2002 there were 107,927,301 shares of common stock outstanding and held of record by
17,396 stockholders. Because depositories, brokers and other nominees held many of these shares, the number of
record holders is not representative of the number of beneficial holders.

AK Holding also has outstanding 259,481 shares of a class of cumulative convertible preferred stock that, as
of March 13, 2002, is convertible into an aggregate of 673,629 shares of common stock. Holders of the preferred
stock are entitled to quarterly dividends, at the annual rate of $3.625 per share, when and as declared by the board
of directors before any dividends may be paid to holders of the common stock.

The payment of cash dividends on both the common and preferred stock is subject to a restrictive covenant
contained in the instruments governing the Company’s outstanding senior debt. Due primarily to the expenditure
of substantial sums for dividend payments and share repurchases in 2000 and prior years, and the net losses
incurred in 2001, the amount available for the payment of dividends became limited by this covenant beginning
in the second quarter. A quarterly common stock dividend of $0.0625 (half the amount paid in each quarter of
2000) was paid in each of the first two quarters of 2001 but no further dividends on the common stock were
declared or paid thereafter. In addition, beginning in the fourth quarter of 2001, AK Holding suspended the
payment of dividends on its outstanding preferred stock. As of December 31, 2001, the restrictive covenant
precluded the payment of any dividends on either the preferred or common stock.

In April 2000, the Board of Directors authorized the Company to repurchase, from time to time, up to
$100.0 million of its outstanding equity securities. During 2000, the Company expended $40.5 million to
purchase 3,702,600 shares of its common stock and 48,450 shares of its $3.625 convertible preferred stock
pursuant to this authorization. No shares of stock were purchased in 2001. The Company’s ability to purchase
shares under this authorization is subject to the same covenant that currently restricts dividend payments.
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Item 6. Selected Financial Data.

The following selected historical consolidated financial data for each of the five years in the period ended
December 31, 2001 have been derived from the Company’s audited consolidated financial statements after giving
effect to the merger of Armco with and into AK Steel (See Note 1 below). The selected historical consolidated
financial data presented herein are qualified in their entirety by, and should be read in conjunction with, the
consolidated financial statements of the Company and “Management’s Discussion and Analysis of Financial
Condition and Results of Operations.”

Years Ended December 31,

1997 1998 1999 2000 2001
(dollars in millions, except per share data)

Statement of Operations Data: (1)

Netsales . ... i e $4,249.7 $4,101.0 $4,368.3 $4,611.5 $3,994.1
Costofproductssold .. ........... . i, 34364 32978 3,503.3 3,773.7 3,373.6
Selling and administrative eXpenses . .................. 288.0 278.0 309.8 267.6 2653
Depreciation ..............iiiiii i 141.0 161.2 210.7 232.0 230.7
Special charges and unusual items:
Costs related to the merger with Armco Inc. (2) ..., .. — — 99.7 — —
Pensioncharge (3) ........ ..o — — — — 194.0
Stock received in insurance demutualization (4) .. ... — — — — (49.9)
Total operating Costs . . ... ...cuvrvunerrrneennnnan., 3,865.4  3,737.0 41235 4273.3 4,013.7
Operating profit (loss) (5) . ...... ... L. 384.3 364.0 244.8 338.2 (19.6)
Interest eXpense . ...ttt 111.7 84.9 123.7 136.1 133.1
Otherincome .......... .. ... . i 484 30.3 20.8 8.0 6.0
Income (loss) before income taxes and minority interest . . . 321.0 309.4 141.9 210.1 (146.7)
Income taxes provision (benefit) . .................. ... 127.5 105.5 63.9 777 (54.3)
MInority interest .. ...........oeiirinireraaa 8.1 8.1 6.7 — —
Income (loss) from continuing operations .............. 185.4 195.8 71.3 132.4 (92.4)
Income from discontinued operations .................. 1.6 — 7.5 —_ —
Income (loss) before extraordinary item and cumulative . . .
effect of an accounting change ....................... 187.0 195.8 78.8 1324 (92.4)
Extraordinary loss on retirement of debt . ............... 1.9 — 13.4 — —
Cumulative effect of a change in accounting (6) ......... — 1339 — — —
Netincome (J0SS) ....... ..o, $ 1851 $ 3297 $ 654 % 1324 3 (92.4)
Basic earnings per share:
Income (loss) from continuing operations .......... $ 175 $ 18 $ 062 § 120 $ (0.87)
Discontinued operations .. ..................c.... 0.02 — 0.07 — —
Extraordinary 10sses ............ ... i, 0.02 — 0.13 — —
Cumulative effect of an accounting change ......... — 1.33 — — —
Netincome (10SS) .. ..ot $ 175 8 319 $ 056 $ 120 3 (0.87)
Diluted earnings per share:
Income (loss) from continuing operations .......... $ 168 $ 182 $ 062 $ 120 $ (087
Discontinued operations ........................ 0.01 — 0.07 — —
Extraordinary losses .................ciiaa... 0.02 — 0.13 — —
Cumulative effect of an accounting change ......... — 1.24 — — —
Netincome (10SS) ........viirinieieiin $ 167 $§ 306 $ 056 $ 120 $§ (0.87)
Cash dividends per common share .................... $ 0425 $ 050 $ 050 $ 050 $ 0.125




As of December 31,

1997 1998 1999 2000 2001

Balance Sheet Data: (1)
Cash, cash equivalents and short-term investments . . ... $ 8010 § 3537 $ 544 § 868 $ 101.0
Working capital ......... ... ... o oL 930.6 576.1 564.5 631.5 593.4
Total @SSELS . ..ottt 50744 52792 52271 52398 52258
Current portion of long-termdebt . .................. 40.8 116.9 59 63.2 78.0
Long-term debt (excluding current portion) ........... 1,301.8 1,395.7 14510 1,387.6 1,3245
Current portion of pension and postretirement benefit

obligations ......... ... ... 68.0 65.5 68.8 66.6 68.3
Long-term pension and postretirement benefit

obligations (excluding current portion) ............. 1,560.7 14165 14163 1,4202 1,740.1
Stockholders’ equity ................ . ... 1,005.3 12627 12778 1,3193 1,0333

(1) Armco was merged with and into AK Steel on September 30, 1999 in a transaction accounted for as a
pooling of interests. Accordingly, except with respect to cash dividends per common share, these
consolidated financial data reflect the Company’s results and financial position as if Armco and AK Steel
had been combined for all periods presented. See Management’s Discussion & Analysis (“MD&A”) and
Note 2 to the consolidated financial statements.

(2) The 1999 special charge relates to expenses incurred as a result of the merger with Armco. See MD&A and
Note 10 to the consolidated financial statements.

(3) Under its method of accounting for pensions, the Company recorded a fourth quarter charge in 2001. See
MD&A and Note 1 to the consolidated financial statements.

(4) In the fourth quarter of 2001, the Company received a distribution of shares from its primary health
insurance provider upon the demutualization of that company. See MD&A and Note 10 to the consolidated
financial statements.

(5) Excluding the unusual items in (3) and (4) above, 2001 pro forma operating profit would have been $124.5.

(6) The 1998 cumulative effect of a change in accounting relates to a change in the Company’s accounting for
pensions and other postretirement benefits.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Cperations.

(Dollars in millions, except per share and per ton amounts)

Merger with Armco

As a result of the merger of Armco into AK Steel in September of 1999, the Company recognized pre-tax
special charges totaling $99.7, including $28.5 of expenses incurred for investment banking, legal, accounting
and other transaction fees, $51.1 for employee severance and certain required payments under the change-of-
control provisions contained in Armco’s employee benefit plans and $20.1 for closure of a galvanizing plant in
Dover, Ohio. Approximately $54.0 of the $99.7 required the outlay of cash in 1999 and additional payments of
approximately $7.0 and $0.5 were made in 2000 and 2001, respectively. Cash outlays as a result of these special
charges are expected to be minimal, if any, in 2002. With the exception of certain employee benefit and
environmental expenditures that will be funded over a long period of time, the remainder of the special charges
do not require the outlay of cash.

Operations Overview

AK Steel’s principal business focus is its Steel Operations, which consist of seven steelmaking and finishing
plants that produce flat-rolled carbon steels, including premium quality coated, cold-rolled and hot-rolled
products, and specialty stainless and electrical steels that are sold in slab, hot band, sheet and strip form. These
products are sold primarily to the domestic automotive, appliance, industrial machinery and equipment, and
construction markets, as well as to distributors, service centers and convertors. The Snow and Ice Control
Products segment consists of the operations of Douglas Dynamics, L.L.C., the largest North American
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manufacturer of snowplows and salt and sand spreaders for four-wheel drive light trucks. The Company’s other
operations include AK Tube L.L.C., a manufacturer of welded steel tubing; Sawhill Tubular Products, a
manufacturer of a wide range of steel pipe and tubing products; and Greens Port Industrial Park on the Houston,
Texas ship channel.

2001 Compared to 2000

Total steel shipments during 2001, inclusive of tubular products, declined 9% to 5,894,300 tons from
6,492,600 tons shipped in 2000. Although, demand from automotive and appliance contract customers increased
late in 2001, shipments for virtually all product lines were equal to or lower than in 2000. Due to severely
depressed steel pricing, the Company chose to forego some spot market sales during 2001. Value-added steel
products represented 93% of 2001 total shipments, compared to 90% in 2000, while commodity hot-rotled
product shipments declined to 2% of total shipments in 2001, compared to 6% in 2000. Steel Operations
shipments totaled 5,586,500 tons in 2001 compared to 6,171,200 tons in 2000.

During 2001, net sales decreased 13% to $3,994.1 from the $4,611.5 reported for 2000. Steel Operations
contributed $3,653.6 to total net sales in 2001, compared to $4,277.3 in 2000, a decrease of 15%. These declines
were due primarily to lower prices in both the contract and spot markets, which were partially offset, however, by
a richer product and market mix. Approximately 73% of AK Steel’s shipments of flat-rolled steel products
during 2001 were made pursuant to annual and multi-year contracts, with the balance being made in the spot
market at prevailing prices at the time of sale.

Sales by the Snow and Ice Control Products business are strongly dependent on weather conditions in its
market area and the level of light trucks sales. Strong truck sales due to aggressive marketing by automotive
companies, as well as higher snowfalls during the winter of 2000/2001 contributed to sales increasing to $138.8
in 2001 from $112.3 in 2000.

The following presents, on a pro forma basis, operating profit before and after two unusual items recorded in
the fourth quarter of 2001.

2000 2001
Operating profit (loss) asreported ........... ... ... ... . ... $338.2 $(19.6)
Pensioncharge ......... .. ... .. — 194.0
Stock received in insurance demutualization . .................. — (49.9)
Pro forma operating profit . ......... ... ... ... ..o ... $338.2 $124.5

" The Company recorded an operating toss in 2001 of $19.6, including an operating loss of $68.9 in the Steel
Operations. Both losses included the effects of two unusual items described below. Snow and Ice Control
Products posted an increase in operating profit to $41.0 in 2001 from $30.5 in 2000, primarily due to the higher
sales volumes.

Under its method of accounting for pension and other postretirement benefit plans, the Company recognizes
into income, as a fourth quarter adjustment, any unrecognized actuarial net gains or losses that exceed 10% of the
larger of benefit obligations or plan assets. Amounts inside this 10% corridor are amortized over the average
remaining service life of active plan participants. Actuarial net gains and losses occur when actual experience
differs from any of the many assumptions used to value the benefit plans, or when the assumptions change, as
they may each year when a valuation is performed. During 2001, the combination of a 6% loss on its pension
plan assets, and a decrease in the discount rate from 8% to 7.25%, caused the Company to recognize, in the
fourth quarter of 2001, a non-cash pre-tax pension charge of $194.0. In addition, because the decline in asset
value also led to the pension plans becoming underfunded, the Company recorded a non-cash after-tax reduction
in equity of approximately $163 4.
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In the fourth quarter of 2001, Anthem Inc., the Company’s primary health insurance provider, converted
from a mutual insurance company to a corporation, issuing shares of its common stock to certain of its long-time
policyholders. As a major policyholder, AK Steel received approximately 1.5 million shares of Anthem common
stock as a result of this demutualization, recording an unusual pre-tax benefit of $49.9. The benefit was net of a
liability established to provide compensation to Company employees and retirees who paid a small portion of the
premiums for the applicable plans of the insurance provider. At December 31, 2001, the fair value of the stock,
net of the fair value of the liability, had risen to $68.6 and the increase, net of tax, was recorded in other
comprehensive income.

Excluding the $194.0 pension charge and the $49.9 insurance company demutualization benefit, the
Company would have realized an operating profit of $124.5, or $21 per ton shipped, in 2001 compared to an
operating profit of $338.2, or $52 per ton shipped, in 2000. The significant decrease in 2001 was primarily due to
lower contract pricing and severely depressed spot market pricing, which lowered average selling prices by $38
per ton, and the 9% reduction in shipping volume, partially offset by company-wide cost savings. Cost savings
were derived from lower market prices for purchased slabs and scrap, which saved over $50.0 in 2001, as well as
overtime cost savings of approximately $30.0, partially offset by approximately $50.0 in higher natural gas costs.

During 2001, the Company recorded an income tax benefit of $54.3 on a pre-tax loss of $146.7, using a
book tax rate of 37%. In 2000, the Company recorded $77.7 of income tax expense on pre-tax income of $210.1.

The Company recorded a net loss in 2001 of $92.4, or $0.87 per share, compared to net income of $132.4, or
$1.20 per share, for 2000. Excluding the two unusual items, net of tax, discussed above, the Company would
have recorded a loss of $1.6, or $0.02 per share, in 2001.

2000 Compared to 1999

During 2000, net sales were $4,611.5, an increase of 6% from the $4,368.3 reported for 1999. Steel
Operations contributed $4,277.3 to total net sales, compared to $4,055.3 for 1999, an increase of 5%. These
increases were due primarily to continued growth in the percentage of total shipments attributable to value-added
products, consisting primarily of stainless and electrical steels and coated and cold-rolled carbon steels. For the
year 2000, value-added products, including tubular products, comprised approximately 90% of total shipments,
compared to 82% for 1999. Partly offsetting the improved product mix were significantly lower prices in the spot
market and a temporary decline in the percentage of sales made to the higher priced contract market.

Total steel shipments during 2000, inclusive of tubular products, declined slightly to 6,492,600 tons from
the 6,541,300 tons shipped in 1999, reflecting the Company's closure, in January 2000, of a redundant
galvanizing facility in Dover, Ohio, which accounted for shipments of almost 200,000 tons in 1999. During 2000,
an 8% increase in value-added steel shipments was a result of the Company’s move toward a richer product mix.
Steel Operations shipments of 6,171,200 in 2000 were 1% below 1999 shipments due to the Dover closure.

Operating profit in 2000 totaled $338.2, or $52 per ton shipped, compared to the $244.8 reported for 1999.
Excluding the $99.7 merger-related special charges, 1999 operating profit was $344.5, or $53 per ton shipped.
Steel Operations operating profit was $300.7 in 2000 and $201.7 ($301.4 excluding the special charge) in 1999.
The slight decrease in adjusted operating profit in 2000 was due primarily to substantially higher costs in
comparison to 1999 for steel scrap, purchased carbon steel slabs and, most particularly, natural gas. To a lesser
extent, operating profit fell due to the significant decline in spot market prices and the increase in the percentage
of the Company’s sales to the spot market during the fourth quarter of 2000. These negative factors were partly
offset by increased shipments of value-added products, which carry higher margins, higher than expected merger
synergies and other cost savings achieved through more efficient utilization of production facilities.

Cperating profit for the Snow and Ice Control Products segment declined to $30.5 in 2000 from $36.1 in
1999 on 2000 sales of $112.3 and 1999 sales of $118.7. While light truck sales remained strong in 2000, plow
sales were adversely affected by below average snowfall in the Company’s market area.
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Interest expense increased in 2000 by $12.4 over the prior year, due primarily to an $18.9 reduction in the
amount of interest that the Company capitalized as a result of the completion of construction of its Rockport
Works in the second half of 1999. This was partially offset by the retirement of certain debt in connection with
the Armco merger. Other income, consisting primarily of interest earned on cash balances, declined in 2000 due
to lower average cash balances compared to 1999.

During 2000, the Company incurred $77.7 in income tax expense, a book tax rate of 37%. This amount
included a non-cash deferred tax provision of $91.4, primarily attributable to accelerated tax depreciation in
excess of book, book pension credits in excess of actual funding of the pension plans, utilization or expiration of
tax loss carryovers and related changes in the deferred tax asset valuation reserve. Partially offsetting the
deferred tax provision was a credit for current taxes of $13.7, which included a $15.0 federal tax refund that
resulted from the carryback of a tax net operating loss generated in 1999. The income tax provision for 1999 is
net of an $11.6 recycling tax credit received from the Commonwealth of Kentucky in that year, but which related
1o prior years.

Income from continuing operations for 2000 was $132.4, or $1.20 per share, compared to $71.3, or $0.62
per share, reported for 1999. Excluding the special charge, minority interest, and certain other merger-related
adjustments, net of tax, 1999 income from continuing operations was $157.6, or $1.46 per share. From this
amount, income from continuing operations decreased 16% in 2000, reflecting the lower adjusted operating
income, higher interest expense and the decline in other income.

Certain of Armco’s former businesses included operations in foreign countries. At the time of their sale or
closure, some of these operations had outstanding tax issues. Following consultation with advisors in those
countries in 1999, Armco determined that it had resolved most of these issues and reversed a majority of the
related reserves, recognizing income from discontinued operations of $7.5, or $0.07 per share.

During 1999, the Company recorded a combined after-tax extraordinary loss of $13.4, or $0.13 per share,
due to the early redemption of AK Steel’s 1034% Senior Notes Due 2004 and Armco’s 9%8% Senior Notes Due
2000.

Net income in 2000 was $132.4, or $1.20 per share, compared to the $65.4, or $0.56 per share, reported for
1999. Excluding the special charge, minority interest, and certain other merger-related adjustments, as well as the
income from discontinued operations and extraordinary loss, net of tax, 1999 income was $157.6, or $1.46 per
share. From this amount, income decreased 16% in 2000, reflecting the lower adjusted operating income, higher
interest expense and the decline in other income.

Cutlook

The Company expects its shipments to increase between 6% and 7% in 2002 compared to 2001 as a result of
an expected increase in its share of the automotive and appliance markets and slightly higher sales to the spot
market. Value-added products are expected to approach 94% of total shipments in 2002. While the Company
expects its sales to contract customers to increase as a percentage of its total sales, overall pricing is expected to
decline 1.5% to 2% across all steel product lines, primarily due to lower contract prices, partially offset, however,
by a richer product and market mix and slightly improving spot market prices. AK Steel has initiated a $25 per
ton spot market increase for first quarter of 2002 shipments and will seek an additional $25 per ton increase
beginning in the second quarter.

The price paid for the Company’s 2002 natural gas purchases is expected to be significantly lower compared
to 2001, particularly after the first quarter. Purchased slab prices are also expected to be lower in 2002 than in
2001. If expected trends are realized, cost savings for natural gas, slabs and other raw materials could exceed
$100.0 in 2002 compared to 2001. However, the Company expects to undertake a blast furnace maintenance
outage in the first half of 2002, costing approximately $10.0, of which approximately $5.0 will be recognized in
each of the first two quarters.
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Primarily because the Company’s pension plans are now underfunded as a result of the significant declines
in the equities markets and in interest rates in 2001, the Company expects pension expense in 2002 of
approximately $50.0, assuming no fourth quarter adjustment, compared to pension income of $58.0 in 2001,
excluding the unusual fourth quarter charge discussed above. Under the Company’s pension and other
postretirement benefit accounting method, the annual determination of a fourth quarter gain or loss, if any, is
made as of the plans’ measurement date. However, no cash payments to the plans will be required until at least
2003. Primarily due to higher medical costs, other postretirement benefit expense is expected to increase by
approximately $27.0 in 2002 versus 2001, assuming no fourth quarter adjustment. Since the current balance of
deferred losses for all major pension and other postretirement benefit plans was at or near the edge of the 10%
corridor at the end of 2001, any additional net actuarial losses calculated in the fourth quarter of 2002 would
likely result in another fourth quarter charge against income.

On December 18, 2001, the Company announced that it had signed a letter of intent to sell the assets of
Sawhill Tubular to John Maneely Company. The sale, which is expected be completed in the first half of 2002, is
contingent upon approval by the boards of directors of both companies. In 2001, Sawhill Tubular accounted for
less than 5% of the Company’s total net sales.

During the first quarter of 2002, the Company began selling the Anthem Inc. stock it had received in the
demutualization, setting aside some of the proceeds for those employees and retirees that contributed a portion of
the premiums to the insurance provider.

Liguidity and Capital Resources

At December 31, 2001, the Company had $101.0 in cash and cash equivalents. The Company’s primary
source of cash is funds generated by operations and, as such, future operations could have a significant impact on
the Company’s cash balances and liquidity.

In addition to cash on hand at December 31, 2001, the Company had $198.4 of availability under its $300.0
accounts receivable purchase credit facility, net of $101.6 used for letters of credit.

During 2001, cash flow from operations generated $168.1, primarily attributable to $153.0 of income
excluding non-cash charges for depreciation and amortization. Other non-cash items in the 2001 net loss included
the $194.0 pension charge, the $49.9 benefit from the receipt of the Anthem shares, $44.2 of net pension and
other postretirement benefit income and $53.5 of deferred tax credits. During 2001, $16.8 of cash was generated
by working capital as reductions in accounts receivable were partially offset by inventory increases. The decrease
in accounts receivable reflected the lower sales levels in the year, while the increase in inventories consisted
largely of higher slab purchases made in anticipation of a blast furnace maintenance outage scheduled for the
first half of 2002. Finally, $41.0 was used to settle a key management deferred compensation plan liability.

Cash flows used in investing totaled $75.9. Capital investments were $108.7 and the Company used $41.3 to
acquire Alpha Tube and purchase other long-term investments. The Company liquidated a key management
deferred compensation plan trust, generating $31.6, sold its ownership interest in North American Stainless for
$12.5 and, in the fourth quarter of 2001, received $30.0 from AFSG Holdings, Inc., the holding company for its
discontinued insurance and finance leasing businesses. During 2002, cash balances may be positively affected by
proceeds from further sales of Anthem stock and the sale of Sawhill, though the timing of such sales is not assured.

Cash flows from financing activities resulted in a net use of $78.0, including $14.2 for dividends on
common and preferred stock and $63.2 for scheduled debt repayments.

Dividend Reduction

Prior to 2001, AK Holding had paid quarterly dividends on its common stock since November 15, 1995 and
had paid dividends on its $3.625 cumulative convertible preferred stock since it was issued in the fourth quarter
of 1999. The declaration and payment of cash dividends are subject to a restrictive covenant contained in the
instruments governing the Company’s senior debt. Primarily due to dividend payments and substantial share
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repurchases made in 2000 and prior years, and the impact of net losses recorded in 2001, the amount available
under this covenant was insufficient to permit the payment of dividends on either the common or preferred stock
for more than a portion of the year. In 2001, common stock dividends were reduced to $0.0625 per quarter in the
first two quarters and suspended in the last two quarters. Preferred stock dividends were paid in the first three
quarters of the year and were suspended in the fourth quarter. As of December 31, 2001, the restrictive covenant
precluded the payment of any dividends on either of the preferred or common stock. The preferred stock
dividends are cumulative and, as such, holders of the $3.625 preferred stock are entitled to payment of all
accrued, but unpaid dividends, before payment of dividends to the holders of common stock may resume.

Anticipated Debt Service

At December 31, 2001, the Company’s long-term debt, including the current portion, totaled $1,402.5,
consisting primarily of senior notes that mature in the years 2006 through 2009 and that are not subject to
amortization prior to maturity. In addition, the principal of the Company’s Senior Secured Notes Due 2004 is
repayable in four successive annual installments of $62.5, which commenced in December 2001. The Company’s
obligation to make principal payments in each of the next five years is as follows: $78.0 in 2002, $62.5 in 2003,
$62.5 in 2004, zero in 2005 and $550.0 in 2006. Interest expense for 2001, net of capitalized interest of $2.8,
totaled $133.1. '

Capital Investments

The Company anticipates 2002 capital investments of approximately $125.0, all of which are expected to be
funded from available cash and cash generated from operations. At December 31, 2001, commitments for future
capital investments totaled approximately $46.7.

Employee Benefit Obligations

As of December 31, 2001, the Company’s pension plans were 88% funded in accordance with generally
accepted accounting principles. However, no cash contributions to the pension plans are required until at least 2003.

At December 31, 2001, the Company’s liability for postretirement benefits other than pensions totaled
$1,474.0 The Company has established a health care trust as a means of prefunding a portion of this liability. The
balance in the trust, including the earnings on trust investments, as of December 31, 2001, was $87.0.

Energy and Raw Material Hedging

The Company enters into derivative transactions in the ordinary course of business to hedge the price of
natural gas and certain raw materials. As of December 31, 2001, current and noncurrent liabilities on the
Company’s consolidated balance sheet include $33.8 and $6.0, respectively, for the fair value of these
derivatives. The effect on cash of settling these liabilities is expected to be offset by lower prices paid for the
related commodities.

Critical Accounting Peolicies and Estimates

The Company prepares its financial statements in conformity with accounting principles generally accepted in
the United States. These principles permit choices among alternatives and require numerous estimates of financial
matters. The Company believes the accounting principles chosen are appropriate under the circumstances, and that
the estimates, judgments and assumptions involved in its financial reporting are reasonable.

Revenue from sales of products is recognized at the time title and the risks and rewards of ownership pass.
This normally is when the products are shipped to the customer, the sales price is fixed and determinable, and
collection is reasonably assured.
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Accounting estimates are based on historical experience and information that is available to management
about current events and actions the Company may take in the future. Significant items subject to estimates and
assumptions include the carrying value of long-lived assets; valuation allowances for receivables, inventories and
deferred income tax assets; legal and environmental liabilities; and assets and obligations related to employee
benefit plans. There can be no assurance that actual results will not differ from these estimates.

The Company maintains an allowance for doubtful accounts for losses resulting from the potential that some
customers may be unable to make payments. While, based on the Company’s experience, losses due to credit
failures have been low, if in the future the financial condition of some customers deteriorates affecting their
ability to pay, additional allowances may be needed. Approximately 35% of trade receivables outstanding at
December 31, 2001 are due from businesses associated with the U.S. automotive industry. Except in a few
situations where the risk warrants it, collateral is not required on trade receivables; and while it believes its trade
receivables will be collected, the Company anticipates that in the event of default it would follow normal
collection procedures.

The Company records a valuation allowance to reduce its deferred tax assets to an amount that is more
likely than not to be realized. In estimating levels of future taxable income, the Company has considered
historical results of operations in recent years and would, if necessary, consider the implementation of prudent
and feasible tax planning strategies to generate future taxable income. If future taxable income is less than the
amount that has been assumed in determining the deferred tax asset, then an increase in the valuation reserve will
be required, with a corresponding charge against income. On the other hand, if future taxable income exceeds the
level that has been assumed in calculating the deferred tax asset, the valuation reserve could be reduced, with a
corresponding credit to income. The Company’s ability to utilize Armco’s net operating loss, capital loss, and tax
credit carryforwards as of the date of the merger will be limited by Section 382 of the Internal Revenue Code.
The Company has recorded a valuation reserve for those carryforward amounts that are expected to expire prior
to being used as a result of the limits imposed by Section 382.

The Company is involved in a number of environmental and legal proceedings. Accruals of probable costs
have been made based on a combination of litigation and settlement strategies. It is possible that results of
operations in any future period could be materially affected by changes in assumptions or by the effectiveness of
these strategies.

As discussed earlier in this Management’s Discussion and Analysis of Financial Condition and Results of
Operations, under the heading, “2001 Compared to 2000,” the Company’s method of accounting for pensions
and other postretirement benefit plans required the recognition of a pre-tax charge of $194.0 in the fourth quarter
of 2001. Under its method of accounting for pension and other postretirement benefit plans, the Company
recognizes into income, as a fourth quarter adjustment, any unrecognized actuarial net gains or losses that exceed
10% of the larger of benefit obligations or plan assets. Amounts inside this 10% corridor are amortized over the
average remaining service life of active plan participants. The Company believes this method results in faster
recognition of actuarial net gains and losses than the minimum amortization method permitted by prevailing
accounting standards and used by the vast majority of companies in the United States. Faster recognition limits
the amounts by which balance sheet assets and liabilities differ from economic net assets or obligations related to
the plans. However, faster recognition under this method also results in the potential for highly volatile and hard
to forecast fourth quarter adjustments, similar to the one just recognized.

Under the applicable accounting standards, actuarial net gains and losses occur when actual experience
differs from any of the many assumptions used to value the benefit plans or when the assumptions change, as
they may each year when a valuation is performed. The usual major sources of actuarial gains and losses for
pension plans are the differences between expected and actual returns on plan assets and changes in the discount
rate used to value pension liabilities as of the measurement date. For other postretirement benefit plans,
differences in estimated versus actual health care costs, changes in assumed health care cost trend rates or a
change in the difference between the discount rate and the health care trend rate are major sources of actuarial
gains and losses. In addition to the potential for fourth quarter adjustments, these changes affect future quarterly
net periodic benefit expense.
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The Company’s financial statements consolidate the operations and accounts of the Company and all
subsidiaries in which the Company has a controlling interest. The Company also has investments in associated
companies that are accounted for under the equity method and, because the operations of these companies are
integrated with the Company’s basic steelmaking operations, its proportionate share of their income (loss) is
reflected in the Company’s cost of products sold in the consolidated statements of income. The Company has a
subordinated note receivable of $35.0 due from one of these associated companies, which is recorded in other
investments on the consolidated balance sheets. In the first quarter of 2002, the Company provided a $4.0 letter
of credit to support a portion of that company’s bank indebtedness proportionate to the Company’s investment in
that company. The Company does not guarantee the debt of any other unconsolidated companies, has no “off
balance sheet debt” and does not have any so called “special purpose entities” that are not included in its
consolidated financial statements.

The Company’s investment in AFSG Holdings, Inc. represents the carrying value of its discontinued
insurance and finance leasing businesses, which have been largely liquidated. The activities of the remaining
operating companies are in “runoff” mode and the group is accounted for as a discontinued operation under the
liquidation basis of accounting, whereby future cash inflows and outflows are considered. The Company is under
no obligation to support the operations or liabilities of this group.

The Company is a party to derivative instruments that are designated and qualify as hedges under Statement
of Financial Accounting Standards (““Statement”) No. 133, “Accounting for Derivative Instruments and Hedging
Activities” and related pronouncements. The Company’s objective in using such instruments is to protect its
earnings and cash flows from fluctuations in the fair value of selected commodities and currencies. For example,
in the ordinary course of business, the Company uses cash settled commodity price swaps, with a duration of up
to three years, to hedge the price of a portion of its natural gas, nickel, aluminum and zinc requirements. The
Company designates these swaps as cash flow hedges and the resulting changes in their fair value are recorded in
other comprehensive income. Subsequent gains and losses are recognized into income in the same period as the
underlying physical transaction. As of December 31, 2001, currently valued outstanding commodity hedges
would result in the reclassification into earnings of $20.0 in net-of-tax losses within the next twelve months, The
Company is not party to any derivative instruments that do not qualify as hedges. Based on such reviews as it
deems reasonable and appropriate, the Company believes that all counterparties to its outstanding derivative
instruments are entities with substantial creditworthiness.

New Accounting Pronouncements

In June 2001, the Financial Accounting Standards Board (“FASB”) issued Statement No. 142, “Goodwill
and Other Intangible Assets.” Statement No. 142 requires that goodwill no longer be amortized to earnings, but
instead be reviewed annually for impairment. The Company adopted Statement No. 142 as of January 1, 2002
and has begun the transition process of identifying its reporting units, allocating goodwill and determining fair
values. The Statement allows the Company until June 30, 2002 to complete this initial stage and until the end of
the year to determine the final effect adoption will have on its financial statements. At December 31, 2001, the
Company had $109.7 of goodwill included on its balance sheet, but currently does not know if an impairment
will be necessary.

In June 2001, the FASB also issued Statement No. 143, “Accounting for Asset Retirement Obligations,”
which requires entities to establish liabilities for legal obligations associated with the retirement of tangible long-
lived assets. The Company will adopt the Statement in 2003, but has yet to determine what effect, if any,
adoption will have on its financial statements.

In August 2001, the FASB issued Statement No. 144, “Accounting for the Impairment or Disposal of Long-
Lived Assets,” which addresses financial accounting and reporting for impairment of long-lived assets to be held
and used, and of long-lived assets and components of an entity to be disposed of. The Company adopted the
Statement effective as of January 1, 2002, as required, but does not expect the Statement will have a material
effect on its financial statements. Statement No. 144 supercedes Statement No. 121, “Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of.”
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Forward-Looking Statements

Certain statements made or incorporated by reference in this Form 10-K, or made in press releases or in oral
presentations made by Company employees, reflect management’s estimates and beliefs and are intended to be,
and are hereby identified as “forward-looking statements” for purposes of the safe harbor provisions of the
Private Securities Litigation Reform Act of 1995. In particular, these include (but are not limited to) statements
in the foregoing paragraphs entitled, Raw Materials, Competition, Environmental Matters, Legal Proceedings,
Outlook, Liquidity and Capital Resources, Critical Accounting Policies and Estimates, and New Accounting
Pronouncements. In addition, these include statements in Item 7A, Quantitative and Qualitative Disclosure About
Market Risk and in the Notes to Consolidated Financial Statements in the paragraphs entitled, Property Plant and
Equipment, Goodwill and Other Intangible Assets, Pension and Other Postretirement Benefits Accounting,
Concentrations of Credit Risk, Financial Instruments, Income Taxes, Commitments, and Legal, Environmental
Matters and Contingencies.

The Company cautions readers that such forward-looking statements involve risks and uncertainties that
could cause actual results to differ materially from those currently expected by management. In addition to those
noted in the statements themselves, these factors include, but are not limited to, the following:

o risks of continuing recessionary conditions in the general economy and in the cyclical steel industry;
o reduced domestic automotive production;

o changes in demand for the Company’s products, including the possible need to shift shipments to the
spot market from the contract market;

o unanticipated plant outages, equipment failures or labor difficulties;
o actions by the Company’s domestic and foreign competitors, their employees and labor unions;

o interest rate volatility and declining prices in the securities markets, which may affect invested pension
plan assets and the calculation of pension and other postretirement benefit obligations and expenses;

>  unanticipated increases in the prices for, or disruptions in the supply of, raw materials and energy,
particularly natural gas;

°  unexpected outcomes of major litigation, environmental matters and other contingencies;
o changes in application or scope of environmental regulations applicable to the Company.

o changes in United States trade policy and governmental actions with respect to imports, particularly the
possible impact of restrictions or tariffs on the importation of carbon slabs; and

*  timely completion of business or asset purchases and sales, including receipt of regulatory agency
approvals;

Item 7A. Quantitative and Qualitative Disclosure About Market Risk.

In the ordinary course of business, the Company’s market risk is limited to changes in a) interest rates, b)
the prices of raw materials and energy sources, and ¢) foreign currency exchange rates. The Company manages
interest rate risk by issuing substantially all of its debt securities on a fixed rate basis. The fair value of this debt
as of December 31, 2001 is $1,409.7 million. A reduction in prevailing interest rates of 1% would result in an
increase in the total fair value of the Company’s long-term debt of approximately $64.5 million. The fair value is
determined primarily from quoted prices. The increase in total fair value due to an assumed decline in interest
rates was calculated based on a change in the rate used to discount total future principal and interest payments.
An unfavorable effect on the Company’s results and cash flows from exposure to interest rate declines and a
corresponding increase in the fair value of its debt would result only if the Company elected to repurchase its
outstanding debt securities at prevailing market prices.
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In the ordinary course of business, the Company is exposed to fluctuations in the price of certain
commodities. Since approximately 73% of AK Steel’s flat-rolled steel shipments in 2001 were generally made
under long-term contracts where selling prices cannot be adjusted in response to changes in the costs of raw
materials and energy, a rise in the price of natural gas or other commodities is, for the most part, absorbed by the
Company rather than passed on to the customer. However, in the case of stainless steel, increased costs for nickel
can usually be recovered through price surcharges to customers. The Company uses cash settled commodity price
swaps to hedge the price of a portion of its natural gas, nickel, aluminum, and zinc requirements. The resulting
gains and losses from the use of these contracts are deferred in accumulated other comprehensive income (loss)
on the consolidated balance sheet and recognized into income in the same period as the underlying physical
transaction. At December 31, 2001, accumulated other comprehensive income (loss) includes $23.6 million in
unrealized net-of-tax losses for the fair value of these derivatives. Based on the swaps outstanding at December
31, 2001, the following table presents the negative effect on pre-tax income (in millions of dollars) of a
hypothetical 10% and 25% decrease in the market price of each of the indicated commodities.

Commedity Derivative 10% Decrease 25% Decrease
Natural Gas . ... ooi i et $4.2 $10.6
Nickel .. 0.6 1.6
Aluminum .. ... e 0.7 1.9
NG ot e 5.5 13.9

Because these swaps are structured and used solely as hedges, virtually all of the losses realized from
decreasing market prices would be offset by the benefit of lower prices paid for the physical commodity used in
the normal production cycle. The Company currently does not enter into contracts for trading purposes.

The Company is also subject to risks of exchange rate fluctuations on a small portion of its receivables,
which are denominated in foreign currencies. Forward currency contracts are used to manage exposures to
certain of these currency price fluctuations. At December 31, 2001, the Company had outstanding, forward
currency contracts with a total notional value of $26.3 million for the sale of euros. Based on the contracts
outstanding at the end of 2001, a 10% increase in the euro to dollar rate would result in a $2.7 million loss in
value, which would offset the income benefit of a more favorable translation rate.

Item 8. Financial Statements and Supplementary Data.

AK Steel Hoelding Corporation and Subsidiaries
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MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL STATEMENTS

The Company prepares its financial statements in conformity with accounting principles generally accepted
in the United States. These principles permit choices among alternatives and require numerous estimates of
financial matters. The Company believes the accounting principles chosen are appropriate under the
circumstances, and that the estimates, judgments and assumptions involved in its financial reporting are
reasonable.

The Company’s management is responsible for the integrity and objectivity of the financial information
presented in its financial statements. It maintains a system of internal accounting controls designed to provide
reasonable assurance that Company employees comply with stated policies and procedures, that the Company’s
assets are safeguarded and that its financial reports are fairly presented. On a regular basis, the Company’s
financial management discusses internal accounting controls and financial reporting matters with its independent
auditors and its Audit Committee, composed solely of independent outside directors. The independent auditors
and the Audit Committee also meet privately to discuss and assess the Company’s accounting controls and
financial reporting.

RICHARD M. WARDROP, JR.
Chairman, Chief Executive Officer and President

JAMES L. WAINSCOTT ’
Senior Vice President and Chief Financial Officer
(and principal accounting officer)

INDEPENDENT AUDITORS” REPORT

To the Board of Directors of
AK Steel Holding Corporation:

We have audited the accompanying consolidated balance sheets of AK Steel Holding Corporation and
Subsidiaries as of December 31, 2000 and 2001, and the related consolidated statements of income, stockholders’
equity, and cash flows for each of the three years in the period ended December 31, 2001. These consolidated
financial statements are the responsibility of the Company’s management. Cur responsibility is to express an
opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reaseonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of the Company at December 31, 2000 and 2001, and the results of its operations and its cash flows for
each of the three years in the period ended December 31, 2001 in conformity with accounting principles
generally accepted in the United States of America.

DELOITTE & TOUCHE LLP

Cincinnati, Chio
January 30, 2002
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AK STEEL HOLDING CORPORATION
CONSOLIDATED STATEMENTS OF INCOME

For the Years Ended December 31, 1999, 2000 and 2001
(dollars in millions, except per share data)

1999 2000 2001
Nt SalES .ottt e s $4,368.3 $4,611.5 $3,994.1
Cost of products sold (exclusive of items shown separately below) .......... 3,503.3 37737  3,373.6
Selling and administrative eXpenses ... ..........ooeniiniinn ... 309.8 267.6 265.3
Depreciation (Note 1) ... ..o i 210.7 232.0 230.7
Special charges and unusual items:
Costs related to the merger with Armco Inc. (Note 10) ................ 99.7 — —_
Pensioncharge (Note 1) ... ... .. i it — — 194.0
Stock received in insurance demutualization (Note 10) ................ — — (49.9)
Total Operating CoStS . ... oottt et 4,123.5 42733 4,013.7
Operating profit (I0SS) .. ... . 2448 338.2 (19.6)
Interest EXpense . . .. ..ot e 123.7 136.1 133.1
Other INCOME . . .. .ottt i e et 20.8 8.0 6.0
Income (loss) before income taxes and minority interest ................... 141.9 210.1 (146.7)
Income tax provision (benefit) (Note 5) ... ...... .. ... .. . i 63.9 77.7 (54.3)
Minority interest (NOte 2) . .. .ottt e e 6.7 — —_
Income (loss) from continuing operations . ........... ..., 71.3 132.4 (92.4)
Income from discontinued operations (Note 13) ......................... 7.5 — —
Income before extraordinary item . .......... e 78.8 132.4 (92.4)
Extraordinary loss on retirement of debt, net of tax (Note 6) ................ 134 — —
Netincome (I08S) ..ot e i e e e 65.4 1324 (92.4)
Other comprehensive income (loss), net of tax (Note 1):
Foreign currency translation adjustment .............. ... .. oo (1.4) 2.1 0.6
Derivative instrument hedges, mark to market:
Cumulative effect adjustment . ......... ... .. ... ... .. . ... — — 275
Losses arisinginperiod .. .......oiiiii i — — (67.6)
Reclass gains included innetincome ................ ... .. ..... — — 11.2
Unrealized gains on securities:
Unrealized holding gains arising during period .................. 0.7 0.1 10.2
Reclass gains included innetincome ................. .. ... .. .. (1.9) (1.4) (0.9)
Minimum pension liability adjustment . .............. ... ... ... ..... 1.2 0.2 (163.4)
Comprehensive income (10SS) .. ..o oo vttt $ 640 $ 1292 $ (274.8)
Earnings per share: (Note 1)
Basic earnings per share:
Income (loss) from continuing operations ...................... $ 062 $§ 120 $ (0.87)
Discontinued operations ............ ... i 0.07 — —
Extraordinary loss on retirement of debt .. ...................... 0.13 — —
Netincome (10SS) . ...t $ 056 $ 120 $ (0.87)
Diluted earnings per share:
Income (loss) from continuing operations ...................... $ 062 $ 120 $§ (0.87)
Discontinued OpPerations .. .............vuuvrumenneinennenae 0.07 — —_
Extraordinary loss on retirementofdebt .. ...................... 0.13 — —
Netincome (JOSS) ... vt $ 056 $ 120 $ (0.87)

See notes to consolidated financial statements.

22




AK STEEL HOLDING CORPORATION
CONSQOLIDATED BALANCE SHEETS

December 31, 2000 and 2001
(dellars in millions, except per share amounts)

ASSETS
Current Assets:
Cash and cashequivalents ................ ittt
Accounts receivable, net (Note 1) .......................... B
Inventories, net (INOtE 1) .. oottt e e e e it e e
Deferred tax asset (NOte 5) ..ot
Other CUITENE @SSELS . .\ i vttt ettt ettt et s et et

Property, Plant and Equipment (Note 1) . ... ..t
Less accumulated depreciation . . ... ot i e e

Property, plant and equipment, DEt . . ... ...

Other Assets:
Investmentin AFSG (NOte 1). . ...ttt e e
Other inVeStMENTS . . . ottt e ettt e e e e
Goodwill (NOte 1) . ..o e e e e e
Other intangible assets (NOte 8) .. ... . it i i e e
Prepaid pension (Note 8) .. ... .t e
Deferred tax asset (NOte 5) ... ottt e e e e e
L4 1= O

Total ASSEES . ittt

LIABILITIES AND STOCKHCOLDERS’ EQUITY

Current Liabilities:
Accounts payable . ... ...
Accrued Labilities . . ... .. o
Current portion of long-term debt (Note 6) . .......... ...
Current portion of pension and other postretirement benefit obligations (Note 8) ...

Total Current Liabilities . ........ ... ... i i

Noncurrent Liabilities:
Long-term debt (NOte 6) . ..ot i i i et e e e et
Pension and other postretirement benefit obligations (Note 8) ..................
Other liabilities . ... ... ..

Total Noncurrent Liabilities . ... ... e e
Total Liabilitles . .. ... i e

Stockholders’ Equity: (Note 3)

Preferred stock, aggregate liquidation preference over par $12.7 ................

Common stock, authorized 200,000,000 shares of $.01 par value each; issued 2000,
115,832,859 shares, 2001, 115,987,777 shares; outstanding 2000, 107,650,372
shares; 2001, 107,713,320 shares .. ... vt e e e

Additional paid-in capital ... ... ... .

Treasury stock, common shares at cost, 2000, 8,182,487; 2001, 8,274,448 shares . . .

Accumulated deficit ... ... . e

Accumulated other comprehensive income (loss) (Note 1) .....................

Total Stockholders’ EQUILY . . ... oot e
Total Liabilities and Stockholders” Equity .. ....... ..o,

See notes to consolidated financial statements.
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2000 2001
$ 868 $ 1010
517.7 410.0
848 4 943.2
54.7 76.6
14.2 17.0
1,521.8  1,547.8
46824  4,805.7
(1,796.7)  (2,013.0)
2,8857  2,792.7
85.6 55.6
114.0 154.3
111.7 109.7
7.4 111.9
206.5 14
2422 3935
64.9 58.9
$5239.8 $5,225.8
$ 4983 $ 5376
262.2 270.5
63.2 78.0
66.6 68.3
890.3 954.4
1,387.6  1,324.5
14202  1,740.1
222.4 1735

3,030.2 3,238.1
3,9205  4,192.5
12.5 12.5
1.2 12
1,803.2  1,807.2
(119.4)  (120.4)
(373.3)  (479.9)
4.9)  (187.3)
1,3193  1,033.3
$5239.8 §$572258




AK STEEL HOLDING CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Years Ended December 31, 1999, 2000 and 2001
{dollars in millions)

1999 2000 2001
Cash flows from operating activities:
Net Income (108S) .\ vttt e e e e $ 654 $1324 $ (92.4)
Adjustments to reconcile net income to cash flows from operating activities:
Depreciation . . .. ...ttt e e 210.7 2320 2307
AMOTHZATION . . .o\ttt et e e 16.4 16.0 14.7
Deferred InCOmME taXes . . ..ottt e e 57.7 914 (53.5)
Costs related to the merger with ArmcoInc. .......... .. ... ... ... ... 99.7 — —
Pensioncharge ........ ... ... — — 194.0
Stock received in insurance demutualization .............. ... ... ....... — — (49.9)
Income from discontinued operations .................coo .. (7.5) — —
Extraordinary loss on retirement of debt ............. ... ... ... o oL 134 — —
Other items, Net ... .. e e e 2.4) 1.4 6.3
Changes in assets and liabilities:
Accounts and notes receivable . . .......... ... L, (74.8) (11.2) 1071
Inventories . ... i e e (127.4)  (509) (93.2)
Current iabilities . ... ...ttt e 194 (31.6) 29
OtheT S80S . .. ittt e 0.9 2.7 0.6
Pension asset and obligation . ......... ... ... . . . .. (19.0) (55.6) (63.9)
Postretirement benefit obligation .. ......... .. .. .. oL 0.5 0.3) 19.7
Other liabilities . ... i e e (1.9) 9.0 (55.0)
Total adjustments . ......... i 183.9 197.5 260.5
Net cash flows from operating activities .............. ... ........ 2493 32909 168.1
Cash flows from investing activities:
Capital INVESIMENLS .. ..ottt e e (337.2) (137.7) (108.7)
Net sale of short-term INVESIMENtS ... ...\ttt 6.8 — —
Purchase of long-term investments . ....... ... ...t enrnnnnenennn. 0.2) (66.4) (12.0)
Purchase of a bUSINESS ... ... it e e e e — — (29.3)
Distribution from INVESIEES . . .. ..ttt e e — — 30.2
Proceeds from the sale of investments . . ............ . 4.6 3.2 44.1
Proceeds from sale of property, plant and equipment ......................... 2.1 6.2 0.1
Other IS, B, . . ittt et et e e e 0.8 0.9 (0.3)
Net cash flows from investing activities ...................ccooeu... (323.1) (193.8) (759
Cash flows from financing activities:
Proceeds from issuance of common stock .. ... 247 1.6 —
Proceeds from issuance of long-termdebt . .. ... .. Lo ool 460.0 — —
Principal payments on long-termdebt . ... ... .. ... . ool (530.8) (6.0) (63.2)
Purchase of treasury StocK .. ... ...t (1.5 (39.2) (1.0)
Purchase of preferred stock . ...... ... i (115.8) 2.2) —
Preferred stock dividends paid .. ........ ... . (7.6) (1.0) 0.7
Common stock dividends paid ... ... i (35.1) 54.9) (13.5)
Underwriting discount and stock issuance expense . .................coooen. . (10.8) — —
Other eImMS, NEL . ...ttt e et e e et e e e e (1.6) 2.0) 0.4
Net cash flows from financing activities ........................... (218.5) (103.7)  (78.0)
Net increase (decrease) in cash and cash equivalents ............ ... .. ... ... .... (292.3) 32.4 14.2
Cash and cash equivalents, beginning of year .......... ... .. ... .. ... c...... 346.7 54.4 86.8
Cash and cash equivalents,end of year .. ........ ... .. ... .. it $ 544 $ 86.8 $101.0

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
(dollars in millions)

Other
Compre-
Additienal Accum-  hensive
Preferred Common Paid-In- Treasury ulated Inceme/
Stock Steck Capital Stoeck Deficit (Loss) Total

Balance, December 31,1998 . ............... $1304 $1.1  $1,692.0 $ (87.8) $(472.7) $ (0.3) $1,262.7
Netincome . .........c.ccoviiiiinerannnn.n. 65.4 65.4
Unrealized gain on marketable securities ....... (1.2) (1.2)
Stock options exercised . ... ... .. oL 31.7 31.7
Tax benefit from common stock compensation . . 5.5 5.5
Purchase of treasury stock .. ................. (1.5) (1.5)
Sale of treasury stock .......... ... . ... (1.1) 9.1 8.0
Conversion of preferred stock to common stock .. (115.5) 0.1 1154 —
Conversion of minority interest preferred stock . . (62.3) (62.3)
Conversion of minority interest to common stock ‘ 2.1 2.1
Preferred stock $.90625 cash dividend per quarter (7.6) (7.6)
Common stock $.125 cash dividend per quarter . . (35.1) (35.1)
Foreign currency translation adjustment ........ (1.4 (1.4
Minimum pension liability .................. 1.2 1.2
Issuance of restricted stock,net ............... 10.8 10.8
Unamortized restricted stock ... .............. 0.5) 0.5)
Balance, December 31, 1999 ................ 14.9 1.2 1,793.6 (80.2) (450.0) 1.7y 1,277.8
Netincome . ..., 132.4 132.4
Unrealized gain on marketable securities . ... ... (1.3) (1.3)
Stock options exercised .. ... ..o 4.2 4.2
Tax benefit from common stock compensation . . (0.6) 0.6)
Purchase of treasury stock ................... (39.2) (39.2)
Purchase of preferred stock .................. 2.4 0.2 2.2)
Preferred stock $.90625 cash dividend per quarter ‘ (1.0) (1.0)
Common stock $.125 cash dividend per quarter . . (54.9) ' (54.9)
Foreign currency translation adjustment .. ...... (2.1) 2.1)
Minimum pension liability .................. 0.2 0.2
Issuance of restricted stock, net . .............. 7.6 7.6
Unamortized restricted stock . ................ (1.6) (1.6)
Balance, December 31,2000 ................ 12.5 1.2 1,803.2 (119.4) (373.3) (4.9) 1,3193
Netloss ... (92.4) 92.4)
Unrealized gain on marketable securities ....... 9.3 9.3
Tax benefit from common stock compensation . . 0.9) (0.9)
Purchase of treasury stock .. ................. (1.0) (1.0)
Preferred stock $.90625 cash dividend per quarter

(first, second and third quarters only) ........ 0.7 0.7)
Common stock $.0625 cash dividend per quarter

(first and second quartersonly) ............. (13.5) (13.5)
Derivative instrument hedges ................ (28.9) (28.9)
Foreign currency translation adjustment ........ 0.6 0.6
Minimum pension Hability ........ ... ... .. .. (163.4) (163.4)
Issuance of restricted stock, net . .............. 0.1 0.1
Unamortized restricted stock . ................ 4.8 4.8
Balance, December 31,2001 ................ $ 125 $1.2  $1,807.2 $(120.4) $(479.9) $(187.3) $1,033.3

See notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(dollars in millions, except per share amounts)

1. Summary of Significant Accounting Policies

Buasis of Presentation: AK Steel Holding Corporation (“AK Holding”) and its wholly-owned subsidiary
AK Steel Corporation (“AK Steel,” and together with AK Holding, the “Company”) were formed effective
March 29, 1994 as a result of the recapitalization of Armco Steel Company, L.P.

There is no summarized financial information included for AK Steel because there is no substantial
difference in the operations of AK Steel and AK Holding and because AK Steel’s indebtedness for borrowed
money is fully and unconditionally guaranteed by AK Holding. AK Holding has no independent operations.

As described more fully in Note 2, the Company completed a transaction on September 30, 1999, whereby
Armco Inc. (“Armco”) merged with and into AK Steel, and AK Steel became the surviving company. The
transaction was accounted for as a pooling of interests and, therefore, the consolidated financial statements
presented herein reflect the combined financial position, results of operations and cash flows of Armco and the
Company as if they had been combined for all periods presented. Prior to September 30, 1999, AK Steel and
Armco, in the normal course of business, entered into certain transactions for the purchase and conversion of
material. These intercompany transactions have been eliminated in the accompanying financial statements. All
references to the number of common shares outstanding and per share amounts, except dividends per share, have
given effect to the Armco merger.

These financial statements consolidate the operations and accounts of the Company and all subsidiaries in
which the Company has a controlling interest. Further information about operating segments is included in
Note 9.

Use of Estimates: The preparation of financial statements in conformity with accounting principles
generally accepted in the United States requires the use of management estimates and assumptions that affect the
amounts reported. These estimates are based on historical experience and information that is available to
management about current events and actions the Company may take in the future. Significant items subject to
estimates and assumptions include the carrying value of long-lived assets; valuation allowances for receivables,
inventories and deferred income tax assets; legal and environmental liabilities; and assets and obligations related
to employee benefit plans. There can be no assurance that actual results will not differ from these estimates.

Revenue Recognition: Revenue from sales of products is recognized at the time title and the risks and
rewards of ownership passes. This normally is when the products are shipped to the customer, the sales price is
fixed and determinable, and collection is reasonably assured.

Cash Egquivalents: Cash equivalents include short-term, highly liquid investments that are readily
convertible to known amounts of cash and are of an original maturity of three months or less.

Supplemental Disclosure of Cash Flow Information:
1999 2800 2001

Cash paid (received) during the period for:
Interest (net of interest capitalized) ............................ $114.3 $127.1 $139.7
INCOME taX S . . . ottt et e 6.2 (9.0) 1.n

Supplemental Cash Flow Information Regarding Non-Cash Investing and Financing Activities: The
Company granted to certain employees shares of its common stock with values, net of cancellations, of $10.8,
$7.6 and $0.1 in 1999, 2000 and 2001, respectively, under its restricted stock award programs (Note 4). During
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1999, holders of the Company’s $3.625 cumulative convertible preferred stock converted their shares with a total
redemption value of $115.5 into common stock and holders of Armco’s other preferred stock issues converted
their shares with a redemption value of $2.1 into common stock (Note 2).

In the fourth quarter of 2001, the Company received a distribution of shares from Anthem Inc., its primary
health insurance provider upon the demutualization of that company. The shares had a fair value at the date of
receipt of $49.9, net of a liability established to provide compensation to Company employees and retirees who
contributed a small portion of the premiums paid to the applicable insurance plans.

Accounts Receivable: The allowance for doubtful accounts was $5.0 and $8.4 at December 31, 2000 and
2001.

Inventories: Inventories are valued at the lower of cost or market. The cost of the majority of inventories
is measured on the last in, first out (“LIFO”) method. Other inventories are measured principally at average cost
and consist mostly of foreign inventories and certain raw materials.

2000 2001
Inventories on LIFO:
Finished and semifinished . .. ... ... . . i i $704.1 $750.2
Raw materials and supplies . ........ ... ... i 161.5 162.6
Adjustment to state inventories at LIFO value ........................... 42.1) 4.2)
TOtal . e 823.5 908.6
Other INVENLOTIES . . .\ ittt et ettt e e e e e e e e 24.9 34.6
Total INVENTOIIES .+ oo vt ettt et e et e e $848.4 $943.2

During 2001, liquidation of LIFQ layers generated income of $5.1.

Property, Plant and Equipment: Plant and equipment are depreciated under the straight line method over
their estimated lives ranging from 2 to 39 years. The Company’s property, plant and equipment balances as of
December 31, 2000 and 2001 are as follows:

2000 2001

Land, land improvements and leaseholds ... ....... ... ... ... ... ... L L $ 1336 $ 1365
Buildings . . ... o 330.3 350.5
Machinery and equipment ........... .. .. 4,108.8 4,210.1
CONSLIUCTION 1N PIOZTESS .« v v vt v ettt et e e et e et 109.7 108.6

Total .. 4,682.4  4,805.7
Less accumulated depreciation .. ..........couiii i (1,796.7) (2,013.0)
Property, plant and equipment, net . . ........... . $28857 $2,792.7

The Company periodically reviews the carrying value of long-lived assets to be held and used and long-
lived assets to be disposed of when events and circumstances warrant such a review. If the carrying value of a
long-lived asset is considered impaired, a loss is recognized based on the amount by which the carrying value
exceeds the fair market value less cost to dispose for assets to be sold or abandoned. Fair market value is
determined primarily using the anticipated cash flows discounted at a rate commensurate with the risk involved.

In June 2001, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial
Accounting Standards (“Statement”) No. 143, “Accounting for Asset Retirement Obligations,” which requires
entities to establish liabilities for legal obligations associated with the retirement of tangible long-lived assets.
The Company will adopt the Statement in 2003, but has yet to determine what effect, if any, adoption will have
on its financial statements.
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In August 2001, the FASB issued Statement No. 144, “Accounting for the Impairment or Disposal of Long-
Lived Assets,” which addresses financial accounting and reporting for impairment of long-lived assets to be held
and used, and of long-lived assets and components of an entity to be disposed of. The Company adopted the
Statement as of January 1, 2002, as required, but does not expect the Statement will have a material effect on its
financial statements.

Investments: The Company has investments in associated companies that are accounted for under the
equity method. Because the operations of these companies are integrated with its basic steelmaking operations,
the Company includes its proportionate share of the income (loss) of these associated companies in cost of
products sold in its consolidated statements of income.

The Company has a note receivable of $35.0 due from an entity in which it holds an indirect equity interest,
Combined Metals of Chicago LLC. The note is subordinate to outstanding bank indebtedness of the entity. In the
first quarter of 2002, the Company provided a $4.0 letter of credit to support a portion of the entity’s bank
indebtedness proportionate to the company’s indirect equity investment.

The Company’s investment in AFSG Holdings, Inc. represents the carrying value of its discontinued
insurance and finance leasing businesses, which have been largely liquidated. The activities of the remaining
operating companies are being “runoff”’ and the group is accounted for as a discontinued operation under the
liquidation basis of accounting, whereby future cash inflows and outflows are considered. In the fourth quarter of
2001, AFSG Holdings distributed $30.0 of excess funds to the Company, which reduced the Company’s carrying
value of its AFSG investment. The Company is under no obligation to support the operations or liabilities of this

group.

Goodwill and Other Intangible Assets: Goodwill and other intangible assets primarily consist of goodwill
recorded in connection with Armco’s acquisition of Cyclops Industries, Inc. on April 24, 1992. This goodwill is
being amortized using the straight-line method over 40 years. Goodwill and other intangible assets were also
acquired in Armco’s purchase of Douglas Dynamics, L.L.C. on July 2, 1991. These assets are being amortized
over their estimated useful lives, the majority of which do not exceed 17 years. Amortization expense for both
goodwill and other intangible assets was $6.1 in each of the years 1999 and 2000, and $5.5 in 2001. At
December 31, 2000 and 2001, accumulated amortization of goodwill and other intangible assets was $54.8 and
$39.5, respectively.

The Company assesses whether its goodwill and other intangible assets are impaired as required by
Statement No. 121, “Accounting for Impairment of Long-Lived Assets and for Long-Lived Assets to be
Disposed Of,” based on an evaluation of undiscounted projected cash flows through the remaining amortization
period. If an impairment exists, the amount of such impairment is determined based on the estimated fair value of
the asset. Statement No. 144 supercedes Statement No. 121 effective January 1, 2002.

In June 2001, the FASB issued Statement No. 142, “Goodwill and Other Intangible Assets.” Statement No.
142 requires that goodwill no longer be amortized to earnings, but instead be reviewed annually for impairment.
The Company adopted Statement No. 142 as of January 1, 2002 and has begun the transition process of
identifying its reporting units, allocating goodwill and determining fair values. The Statement allows the
Company until June 30, 2002 to complete this initial stage, which determines whether impairment exists, and
until the end of the year to determine the final effect adoption will have on its financial statements. The Company
currently does not know if an impairment will be necessary. In 2001, $4.0 of the above amortization expense was
related to goodwill.

Pension and Other Postretirement Benefits Accounting: Under its method of accounting for pension and
other postretirement benefit plans, the Company recognizes into income, as a fourth quarter adjustment, any
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unrecognized actuarial net gains or losses that exceed 10% of the larger of benefit obligations or plan assets.
Amounts inside this 10% corridor are amortized over the average remaining service life of active plan
participants. Actuarial net gains and losses occur when actual experience differs from any of the many
assumptions used to value the plans. Differences between the expected and actual returns on plan assets and
changes in interest rates, which affect the discount rates used, can have a significant impact on the calculation of
pension net gains and losses from year to year. For other postretirement benefit plans, increases in healthcare
trend rates that outpace discount rates could cause unrecognized net losses to increase to the point that an
outside-the-corridor charge would be necessary. By immediately recognizing net gains and losses outside the
corridor, the Company’s accounting method limits the amounts by which balance sheet assets and liabilities
differ from economic net assets or obligations related to the plans. During 2001, the combination of a 6% loss on
its pension plan assets, and a decrease in the discount rate from 8% to 7.25%, caused the Company to recognize,
in the fourth quarter of 2001, a non-cash pre-tax pension charge of $194.0. In addition, because the decline in
asset value also led to the pension plans becoming underfunded, the Company recorded a non-cash after-tax
reduction in equity of approximately $163.4.

Earnings Per Share: Reconciliation of numerators and denominators for basic and diluted EPS
computations is as follows:

1999 2000 2001

Income (loss) for calculation of basic earnings per share:

Income (loss) from continuing Operations .............c.veuenrnnrvnnanns $ 713 $1324 $(92.4)
Less: Preferred stock dividends ........... .o i 7.6 1.0 0.9
Income (loss) from continuing operations available to common stockholders . . . 63.7 131.4 (93.3)
Income from discontinued OpPerations ...............ceuuvieinennneinnn. 7.5 — —_—
Extraordinary loss on retirement of debt ........... ... ... ... .. .. ... 13.4 — —
Net income (loss) available to common stockholders ...................... $ 57.8 $1314 $(93.3)
Common shares outstanding (weighted average in millions) .................... 1024 1095 1077
Basic earnings per share:
Income (loss) from continuing Operations . .............c.ceuvuninnenn.... $ 062 $120 $(0.87)
Discontinued OPerations . . . ... ... vuu ittt e e 0.07 — —_
Extraordinary loss on retirement of debt ............. ... ... ... .. ... ... 0.13 — —
Netincome (10SS) . .\ttt e e e e e e e $ 0356 $ 120 $(0.87)
Income (loss) for calculation of diluted earnings per share:
Income (loss) from continuing Operations .. .............cunveiniiaennen.. $ 71.3 $1324 $(92.4)
Less: Preferred stock dividends . ......... .. ... . . . . 7.6 1.0 0.9
Income (loss) from continuing operations available to common stockholders . . . 63.7 131.4 (93.3)
Income from discontinued Operations . .............c..iuvrerninnnnnnnn . 7.5 —_ —
Extraordinary loss onretirementof debt ............... ... .. ... .. ... ... 134 — —
Net income (loss) available to common stockholders ...................... $ 578 $131.4 $(93.3)
Shares (weighted average in millions):
Common shares outstanding ......... ... ... ... i 1024 1095 107.7
Common stock options outstanding . ............ . ... .. i 0.5 0.1 —
Common shares outstanding as adjusted ......... ... ... ... 1029 1096 1077
Diluted earnings per share:
Income (loss) from continuing operations . .............c..oouveeiennenn .. $ 062 $ 120 $(0.87)
Discontinued OPerations . . . . ..o v vt vttt e 0.07 — —
Extraordinary loss on retirementofdebt ......... ... .. ... ... . L L 0.13 — —
Net income (JOSS) .\ttt it e e e e $ 056 $ 1.20 $(0.87)
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At the end of each year, the Company had outstanding stock options and/or convertible preferred stock
whose exercise or conversion could, under certain circumstances, further dilute earnings per share. The following
shares of potentially issuable common stock were not included in the above weighted average shares outstanding
because to do so would have had an antidilutive effect on earnings per share for the years presented.

(Commomn shares in millions) @?2 E@ %
SOCK 0PN . .ottt e e e e 06 33 33
$3.625 convertible preferred stock . .. ... ... 0.8 07 07

Research and Development Costs: The Company conducts a broad range of research and development
activities aimed at improving existing products and manufacturing processes and developing new products and
processes. Research and development costs are recorded as expense when incurred. Research and development
costs incurred in 1999, 2000 and 2001 were $16.8, $15.3 and $13.9, respectively.

Concentrations of Credit Risk: The Company is primarily a producer of flat-rolled carbon, stainless and
electrical steels and steel products, which are sold to a number of markets, including automotive, industrial
machinery and equipment, construction, power distribution and appliances. During 2001, 18% of the Steel
Operations’ net sales were to General Motors Corporation. The Company sells domestically to customers
primarily in the Midwestern and Eastern United States, while approximately 11% of sales are to foreign
customers, primarily in Canada, Mexico and Western Europe. Approximately 35% of trade receivables
outstanding at December 31, 2001 are due from businesses associated with the U.S. automotive industry. Except
in a few situations where the risk warrants it, collateral is not required on trade receivables; and while it believes
its trade receivables will be collected, the Company anticipates that in the event of default it would follow normal
collection procedures.

Financial Instruments: Investments in debt securities are classified as held-to-maturity because the
Company has the positive intent and ability to hold the securities to maturity. Held-to-maturity securities are
stated at amortized cost, adjusted for amortization of premiums and accretion of discounts to maturity.
Investments in equity securities are classified as available-for-sale. Available-for-sale securities are carried at fair
value, with unrealized gains and losses, net of tax, reported in other comprehensive income. Realized gains and
losses on sales of available-for-sale securities are computed based upon initial cost adjusted for any other than
temporary declines in fair value. The Company has no investments that are considered to be trading securities.

The carrying value of the Company’s financial instruments does not differ materially from their estimated
fair value (primarily based on quoted market prices) at the end of 2000 and 2001 with the exception of the
Company’s long-term debt. At December 31, 2001, the fair value of the Company’s long-term debt, including
current maturities, was approximately $1,409.7. This amount was determined primarily from quoted market
prices. The fair value estimate was based on pertinent information available to management as of December 31,
2001. Management is not aware of any significant factors that would materially alter this estimate since that date.
The fair value of the Company’s long-term debt, including current maturities, at December 31, 2000 was
approximately $1,358.3.

The Company is a party to derivative instruments that are designated and qualify as hedges under Statement
No. 133, “Accounting for Derivative Instruments and Hedging Activities” and related pronouncements. The
Company’s objective in using such instruments is to protect its earnings and cash flows from fluctuations in the
fair value of selected commodities and currencies. The Company has not entered into derivative instruments that
do not qualify as hedges.
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In the ordinary course of business, the Company’s income and cash flows may be affected by fluctuations in
the price of certain commodities used in its production processes. The Company generally cannot recover higher
energy and raw material costs in its selling prices. For certain commodities where such exposure exists, the
Company uses cash settled commodity price swaps, with a duration of up to three years, to hedge the price of a
portion of its natural gas, nickel, aluminum and zinc requirements. The Company designates these swaps as cash
flow hedges and the resulting changes in their fair value are recorded in other comprehensive income.
Subsequent gains and losses are recognized into income in the same period as the underlying physical
transaction. As of December 31, 2001, currently valued outstanding commodity hedges would result in the
reclassification into earnings of $20.0 in net-of-tax losses within the next twelve months.

In addition, in the ordinary course of business, the Company is subject to risks associated with exchange rate
fluctuations on monies received from its European subsidiaries and other customers invoiced in European
currencies. In order to mitigate this risk, the Company has entered into a series of agreements for the forward sale
of euros at fixed dollar rates. The forward contracts are entered into with durations of up to a year. A typical
contract is used as a cash flow hedge for the period from when an order is taken to when a sale is recognized, at
which time it converts into a fair value hedge of a euro-denominated receivable. As a fair value hedge, the
changes in the fair value of the derivative and the gains or losses on the foreign-denominated receivables are
recorded currently in other income and provide an offset to one another.

The Company formally documents all relationships between hedging instruments and hedged items, as well
as its risk management objectives and strategies for undertaking various hedge transactions. In this
documentation, the Company specifically identifies the asset, liability, firm commitment or forecasted
transaction that has been designated as a hedged item and states how the hedging instrument is expected to hedge
the risks related to that item. The Company formally measures effectiveness of its hedging relationships both at
the hedge inception and on an ongoing basis. The Company discontinues hedge accounting prospectively when it
determines that the derivative is no longer effective in offsetting changes in the fair value or cash flows of a
hedged item; when the derivative expires or is sold, terminated or exercised; when it is probable that the
forecasted transaction will not occur; when a hedged firm commitment no longer meets the definition of a firm
commitment; or when management determines that designation of the derivative as a hedge instrument is no
longer appropriate.

Accumulated Other Comprehensive Income: The components of accumulated other comprehensive
income (loss) at December 31 are as follows:

1999 2000 2001

Foreign currency translation . ........ ... ... i e $0.6) 327 $ (2.1
Derivative instrument hedges .. .. ... ... . —_ — (28.9)
Unrealized gain/(10s8) On iNVEStMENtS . ... ... u .ttt et ee e 03 1.0 8.3
Minimum pension liability .. ... .. (1.4) (1.2) (164.6)
o3 7: ) PP $(1.7) $(4.9) $(187.3)

2. Merger with Armeco Inc.

On September 30, 1999, the Company consummated the merger of Armco with and into AK Steel. Armco
was a leading producer of stainless and electrical steels and, in addition, owned and operated a manufacturer of
steel pipe and tubing products, a manufacturer of snowplows and ice control products for four-wheel drive light
trucks, and an industrial park on the Houston, Texas ship channel.
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Effective with the merger, the Company paid cash and issued shares of its common stock to convert the
outstanding shares of two series of Armco’s convertible preferred stock. In 1999, accrued dividends of $6.7 on
these two series of preferred stock are reported as minority interest on the consolidated statements of income.

Historically, Armco did not provide for federal income taxes at full statutory rates. However, to reflect its
book tax rate in income from continuing operations on a combined basis, the Company accrued additional
income tax expense of $17.5 for the first six months of 1999,

The following presents a reconciliation of previously reported results of AK Holding and Armco to the
results of the merged Company for the six months ended June 30, 1999. Eliminations/other primarily reflects the
elimination of intercompany transactions, the additional accrual of income taxes, including taxes on
extraordinary losses and cumulative effect of the accounting change. The adjustment in eliminations/other for
stockholders’ equity also includes $210.0 of cumulative credits for revaluation of the deferred tax asset.

AK

Hoelding Armeo  Eliminations/Other Total
ReVenuUes ... ..o e $1,348.1 $884.9 $(53.1) $2,179.9
Extraordinary loss on retirement of debt ... ............... 12.0 2.8 1.4 134
NEtINCOME . .ot e e et e e e e 35.5 63.7 (29.9) 69.3
Stockholders’ equity . .......... .. 9574 2355 132.0 1,324.9

3. Stockholders’ Equity

Preferred Stock: The Company’s $3.625 cumulative convertible preferred stock ranks senior to its
common stock with respect to dividends and upon liquidation. The holders of this preferred stock are entitled to
one vote per share with respect to all matters to be voted upon by the stockholders of the Company. Each share
may be converted, at the holder’s option, into 2.6 shares of the Company’s common stock. At the Company’s
option, each share of preferred stock may be redeemed at a price of $50.3625 per share until October 15, 2002,
after which, the redemption price is reduced to $50 per share. Upon dissolution, liquidation or winding up of the
Company, whether voluntary or involuntary, holders of the $3.625 preferred stock are entitled to a payment of
$50 per share plus accrued but unpaid dividends before payments can be made to the holders of common stock.
At December 31, 2000 and 2001, there were authorized, issuable and outstanding 259,481 shares of $3.625
preferred stock with a $1 per share par value.

Common Stock: The holders of common stock are entitled to receive dividends when and as declared by
the Board of Directors out of funds legally available for distribution. The holders have one vote per share in
respect of all matters and are not entitled to preemptive rights.

Dividends: A common stock dividend of $0.125 per share was paid in each quarter of 2000. In each of the
first two quarters of 2001, the Company paid a common stock dividend of $0.0625 per share before suspending
common stock dividends for the final two quarters. In addition, from the fourth quarter of 1999 through the third
quarter of 2001, the Company paid regular quarterly dividends of $0.90625 per share on its $3.625 preferred
stock. In the fourth quarter of 2001, the Company suspended the regular preferred stock dividend. The
declaration and payment of cash dividends on common and preferred stock is subject to restrictions imposed by a
covenant contained in the instruments governing its outstanding senior debt. Common and preferred dividends
were reduced and ultimately suspended in 2001 because of the restrictions imposed by this covenant. As of
December 31, 2001, this covenant continues to preclude the payment of any dividends.
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The preferred stock dividends are cumulative and, as such, holders of the $3.625 preferred stock are entitled
to payment of all accrued, but unpaid dividends, before payment of dividends to the holders of common stock. At
December 31, 2001, preferred stock dividends are in arrears $0.2 in the aggregate or $0.90625 per share.

At its January 17, 2002 meeting, the Board of Directors did not declare a quarterly dividend on either of its
common or preferred stock because of the covenant restriction described above.

Stockholder Rights Plan: On January 23, 1996, the Board of Directors adopted a Stockholder Rights Plan
pursuant to which it has issued one Preferred Share Purchase Right (collectively, the “Rights”) for each share of
common stock outstanding. The Rights are generally not exercisable unless, and no sooner than 10 business days
after, any person or group acquires beneficial ownership of 20% or more of the Company’s voting stock or
announces a tender offer that could result in the acquisition of 30% or more of such voting stock. In addition,
each Right entitles the holder, upon occurrence of certain specified events, to purchase 1/200th of a share of
Series A Junior Preferred Stock (“Junior Preferred Stock™) at an exercise price of $65 per share. Each share of
Junior Preferred Stock, if and when issued, will entitle the holder to 200 votes in respect of all matters submitted
to a vote of the holders of common stock. Upon the occurrence of certain events, holders of the Rights would be
entitled to purchase either shares of the Company or an acquiring entity at half of market value. The Rights are
redeemable, under certain circumstances, at any time prior to their expiration on January 23, 2006.

4. Commen Stock Compensation

AK Steel Holding Corporation’s Stock Incentive Plan (the “SIP”) permits the granting of nonqualified stock
options and restricted stock awards to directors, officers and key management employees of the Company. These
nonqualified option and restricted stock awards may be granted with respect to an aggregate maximum of 11
million shares through the period ending December 31, 2007. The exercise price of each option may not be less
than the market price of the Company’s common stock on the date of the grant. Stock options have a maximum
term of 10 years and may not be exercised earlier than six months following the date of grant (or such other term
as may be specified in the award agreement). The nonqualified stock options vest at the rate of 33% per year over
three years. Generally, 25% of the shares covered by a restricted stock award vest two years after the date of the
award and an additional 25% vest on the third, fourth and fifth anniversaries of the date of the award.

Prior to the merger, Armco maintained plans under which stock options and restricted stock awards were
granted. Effective with the merger, Armco’s stock options were converted into options to purchase the
Company’s common stock, adjusting the option price and number of shares by the same .3829 ratio used to
convert outstanding shares of Armco common stock at the time of the merger. In addition, all unvested options
vested. Other provisions of these options were similar to those of the Company and did not change. All
outstanding restricted stock awards of Armco vested upon the effectiveness of the merger and the shares were
converted into the Company’s common stock.

The Company applies Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to
Employees™” and related interpretations in accounting for the SIP and Armco’s award program. The compensation
cost that has been charged against income for the restricted stock awards issued under the SIP was $8.1, $5.9 and
$5.0 for 1999, 2000 and 2001, respectively. The Company adopted the pro forma disclosure requirements of
Statement No. 123, “Accounting for Stock-Based Compensation.” Had compensation cost for the Company’s
stock compensation plans been determined based on fair value at the grant dates for awards under these plans
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consistent with the methodology of Statement No. 123, the Company’s net income (loss) and earnings per share
for each year would have been reduced to the pro forma amounts indicated below:

1999 2000 2001

Netincome (I08S) .o\ttt ittt e e Asreported $65.4 $1324 $(92.4)
Pro forma 62.6 1298 (94.2)

Basic earnings (loss) pershare ......... ... ... .. ... . ., Asreported 0.56 1.20 (0.87)
Pro forma 0.54 1.18 ~ (0.88)

Diluted earnings (loss) pershare ........... .. ... .o, Asreported  0.56 1.20  (0.87)
Pro forma 0.53 1.18  (0.88)

The fair value of options to purchase shares of AK Holding common stock is estimated on the grant date
using a Black-Scholes option pricing model considering the appropriate dividend rates along with the following
weighted average assumptions:

1999 2000 2001
Expected volatility . ... ... i e 252% 30.2% 33.9%
Risk free Interest rates . . ... v vttt it i e 5.61% 6.64% 4.87%
Expected lIVes ... ... i 50yrs. 5.0yrs. 8.25yrs.

Assumptions used for the calculation of the fair value of the options to purchase Armco stock issued in 1999
included an expected volatility of 40%, a risk free interest rate of 4.7%, an expected life of five years and the
expectation that no dividends would be paid.

A summary of the status of stock options under the SIP and Armco’s plan as of December 31, 1999, 2000
and 2001 and changes during each of those years is presented below:

1999 2000 2001

Weighted Weighted Weighted

Average Average Average

Exercise Exercise Exereise
Stock Options Shares Price Shares Price Shares Price
Outstanding at beginning of year . ... ... 4,067,517 $16.27 2,883,471 $17.90 3,405,519 $17.88
Granted . ............. ... ... ... ... 943,254 18.58 789,000 16.15 580,500 9.37
Exercised .......... ... ... ... ... 1,702,851 14.34 252,952 13.02 — —
Forfeited ............ ... .. ... ..... 391,658 16.97 14,000 19.27 558,000 17.51
Expired .........coiiinii 32,791 31.60 —_ — — —
Outstanding atend of year ... ......... 2,883,471 17.90 3,405,519 17.88 3,428,019 16.50
Options exercisable at yearend ........ 1,956,169 15.68 2,156,047 17.60 2,215,881 18.01

The weighted average fair value per share of options granted during 1999, 2000 and 2001 were $5.68, $4.59
and $3.27, respectively.
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The following table summarizes information about stock options outstanding at December 31, 2001:

Options Outstanding Options Exercisable
Weighted
Average Weighted Weighted
Remaining Average Average
Contractual Exercise Exercise
Range of Exercise Prices Outstanding Life Price Exercisable Price
$8.23t081098 ... ... 747,000 8.9 yrs. $ 9.48 68,010 $10.23
$1099t0$13.72 ... 392,724 3.2 yrs. 11.94 355,224 11.94
$13.73t081646 .................. 167,332 3.4 yrs. 13.84 167,332 13.84
$16.47t0819.21 ... ... ... 1,164,307 6.9 yrs. 18.49 814,646 18.60
$19.22t082195 .................. 513,656 4.8 yrs. 20.39 511,990 20.39
$2196t08$24.69 .................. 418,000 7.3 yrs. 2351 282,010 23.50
$24.70t082744 ... ... ... 25,000 7.3 yrs. 26.64 16,669 26.64

During 1999, 2000 and 2001, the Company issued to certain employees 650,973, 476,641 and 285,994
shares of common stock, subject to restrictions, with weighted average grant-date fair values of $18.39, $12.68
and $9.26 per share, respectively.

5. Imcome Taxes

The Company and its subsidiaries file a consolidated federal income tax return. This return includes all
domestic companies 80% or more owned by the Company and the proportionate share of the Company’s interest
in partnership investments. State tax returns are filed on a consolidated, combined or separate basis depending on
the applicable laws relating to the Company and its domestic subsidiaries.

The United States and foreign components of income (loss) before income taxes consist of the following:

1999 2000 2001
United States ... .. vtr it $140.0 $208.2 $(150.4)
FOTCIgN . ot e 1.9 1.9 3.7
- $141.9 $210.1 $(146.7)

Significant components of the Company’s deferred tax assets and liabilities at December 31, 2000 and 2001
are as follows:

2000 2001
Deferred tax assets:
Net operating loss and tax credit carryforwards .. ........ ... ... o i $4204 § 5141
POStretireMent TESEIVES . . . . . oottt e e et e e 571.6 588.0
PeNSION FESEIVES . o\ ittt et e e e — 185
O RET 188 ETVES . .ot 124.0 104.4
VallatiON TESE Ve ottt ettt et e e (139.5)  (157.7)
Total deferred assets ........... . . i e 976.5 1,127.3
Deferred tax liabilities:
Depreciable assets . . ..ot e (573.3) (613.9)
INVENtOMIES . . ..ttt e (27.8) (43.3)
PeNSION @SSEES . v vt e (78.5) —
Total deferred liabilities ... ......... ... . . . . i (679.6) (657.2)
Nt ASSE o ot et $2969 §$ 470.1
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Temporary differences represent the cumulative taxable or deductible amounts recorded in the consolidated
financial statements in different years than recognized in the tax returns. The postretirement benefit difference
includes amounts expensed in the consolidated financial statements for health care, life insurance and other
postretirement benefits, which become deductible in the tax return upon payment or funding in qualified trusts.
Other temporary differences represent principally various expenses accrued for financial reporting purposes
which are not deductible for tax reporting purposes until paid. The depreciable assets temporary difference
represents generally tax depreciation in excess of financial statement depreciation. The inventory difference
relates primarily to differences in the LIFO reserve, reduced by tax overhead capitalized in excess of book
amounts.

At December 31, 2001, the Company had regular tax net operating loss carryforwards for federal tax
purposes expiring as follows:

Net Operating

Year Expiring Loss Carryforward
2003 L e § 91
2004 . e 1294
2005 e 244.6
2006 .. e 199.2
2007 e 139.8
2008 e 333
2000 e 444
2000 L e e 35.1
2000 e 57.6
2020 e e 38.1
202 e e e s 219.1

TOtA] o e $1,149.7

At December 31, 2001 the Company had Alternative Minimum Tax (“AMT”) net operating loss
carryforwards of $717.7 which, unless utilized, will expire in the years 2002 through 2021. In addition, at
December 31, 2001, the Company had unused AMT credit carryforwards of $70.5, which may be used to offset
future regular income tax liabilities. These credits can be carried forward indefinitely.

The Company records a valuation allowance to reduce its deferred tax assets to an amount that is more
likely than not to be realized. In estimating levels of future taxable income, the Company has considered
historical results of operations in recent years and would, if necessary, consider the implementation of prudent
and feasible tax planning strategies to generate future taxable income. If future taxable income is less than the
amount that has been assumed in determining the deferred tax asset, then an increase in the valuation reserve will
be required, with a corresponding charge against income. On the other hand, if future taxable income exceeds the
level that has been assumed in calculating the deferred tax- asset, the valuation reserve could be reduced, with a
corresponding credit to income. The Company’s ability to utilize Armco’s net operating loss, capital loss, and tax
credit carryforwards as of the date of the merger will be limited by Section 382 of the Internal Revenue Code.
The Company has recorded a valuation reserve for those carryforward amounts that are expected to expire prior
to being used as a result of the limits imposed by Section 382.
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Significant components of the provision (benefit) for income taxes are as follows:

1999 2000 2001

Continuing operations:

Current:
Federal ... . .. $23 5097 527
I 721 7 35 4.9) 04
Foreign . .o e 0.7 0.9 1.5
Deferred:
Federal ... ... ... . . . e 60.8 712 (52.4)
SAE . . (34) 202 (0.9)
BOTeign . . — — 0.2)
Total tax provision on continuing Operations . ................. 63.9 777 (54.3)
Extraordinary loss on early retirement of debt . ........ .. ... .. .. .. .. ... .. ..., 8.7 — —
Total tax provision (benefit) .............. ... ... .. ... ...... $55.2  $77.7 $(54.3)

The reconciliation of income tax on continuing operations computed at the U.S. federal statutory tax rates to
actual income tax expense (benefit) is as follows:

1999 2000 2001

Income (1088) At STALUTOLY TALE . . . v v e eeeeen e e i oo e e e e e e $49.0 $729 $(52.6)
State and foreign tax proviSions . ............ .. 0.8 16.2 0.8
Reduction in deferred tax asset valuationreserve .. .............c.cvuivrennnn... 0.2) (84.7) 2.2
Expired net operating and capital loss carTyovers .. ......... . i i — 739 —
Non-deductible severance and Merger EXPenses . .. .. .. ...vrvveenenenanennns . 14.5 — —
Other permanent differences . .......... .. i e 0.2) (0.6) 4.7
Total tax provision (benefit) on continuing operations ....................... $63.9 $77.7 5$(54.3)

The Company and the Internal Revenue Service have concluded the examinations of federal income tax
returns filed for the years 1994 through 1998. The Company’s 1999 and 2000 returns are currently under
examination. In addition, in the normal course of business, the state and local tax returns of the Company and its
subsidiaries are routinely subjected to examination by various taxing jurisdictions. However, the Company
believes that the outcomes of these examinations will not have any material adverse impact on the Company’s
financial position, results of operations or cash flows.

The statute of limitations has lapsed with respect to Armco’s federal income tax returns for 1997 and prior
years, and as a result these returns are closed to assessments of additional tax. However, the NOL carryforwards
from these years remain open to adjustment. Armco was in a cumulative NOL carryforward position from 1983
through the date of the merger with the Company in September 1999. In addition, at the time of the merger,
Armco had loss carryforwards that were substantially in excess of the amounts that are expected to be used each
year after the merger, because of the limits on the loss utilization imposed by Section 382. Consequently, the
Company believes that any IRS audit adjustments to the loss carryforwards would not be sufficient to reduce the
carryovers below the amounts for which a deferred tax benefit has been provided.
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6. Long-Term Debt and Other Financing

At December 31, 2000 and 2001, the Company’s long-term debt balances were as follows:

2000 2001
Senior Secured Notes Due 2004 (interest rates of 8.48% t0 9.05%) ........... $ 2500 $ 1875
9V8% Senior Notes Due 2006 . . .. ... . i e 550.0 550.0
9% Senior Notes Due 2007 .. ... .t 117.4 117.4
878% Senior Notes Due 2008 . .. .. ... i e 335 33.5
77:% Senior Notes Due 2000 . ... ... . . . 450.0 450.0
Tax Exempt Financing Due 2008 through 2029
(variable rates of 1.3% t0 5.1% in2001) ......... ... ... . ... 50.9 50.2
Other, including unamortized discount .. ....... ... .. ... .. ... .. ... (1.0) 13.9
Total debt . ... 1,450.8 1,402.5
Less: current Maturiti€s . ... oot vt vttt et e e e e 63.2 78.0
Total long-term debt .. ......... . i e $1,387.6 $1,324.5
At December 31, 2001, the maturities of long-term debt are as follows:
2002 . $ 780
2003 ... e 62.5
2004 L e 62.5
2005 L e —
2006 . e e 550.0
2007 and thereafter . ... ... .. 649.5
TOtal .o $1,402.5

The proceeds of the Senior Secured Notes Due 2004 were used for the construction of the Rockport Works
and the notes are collateralized by Rockport’s hot-dip galvanizing and galvannealing line and its continuous cold
mill. In addition, at December 31, 2000 and 2001, $1.5 and $15.5, respectively, of long-term debt, including
current maturities, represents financing used to construct certain other fixed assets, which are pledged as
collateral.

On January 14, 1999, Armco redeemed the entire $111.0 outstanding principal amount of its 9%% Senior
Notes Due 2000 at a price of 101.75% of their principal amount. The redemption resulted in an extraordinary loss
of $2.8 ($1.7 after taxes, or $0.02 per share).

On February 10, 1999, AK Steel issued $450.0 principal amount of 778% Senior Notes Due 2009 at
99.623% of their principal amount. On April 1, 1999, AK Steel used $338.1 of the net proceeds from the sale of
these notes to finance the redemption of its 10%% Senior Notes Due 2004 at a price of 104.031% of their
principal amount. The redemption resulted in an extraordinary loss of $19.3 ($11.7 after taxes, or $0.11 per
share).

At December 31, 2001, the Company had $198.4 of availability under its $300.0 accounts receivable
purchase credit facility, which expires September 30, 2004, net of $101.6 used for letters of credit.
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7. Operating Leases
Rental expense was $25.2, $25.7 and $19.9 for 1999, 2000 and 2001, respectively.

At December 31, 2002, obligations to make future minimum lease payments were as follows:

200 . $2.1
2003 e 1.7
2004 L e 1.4
2005 1.0
2006 . e 0.8

8. Pension and Other Postretirement Benefit Plans

The Company provides noncontributory pension benefits to most employees and provides various health
care and life insurance benefits to most retirees. While the major pension plans are not fully funded, the
Company would not be obligated to make minimum funding contributions until at least 2003. Although most
retiree health and life insurance benefits are funded as claims are paid, the Company has established a health care
trust as a means of prefunding a portion of these benefits.

Pension Benefits Other Benefits

2000 2001 2000 2001
Change in benefit obligations:
Benefit obligations at beginning of year ........ $3,229.8 $3,136.7 $1,412.0 $1,476.5
Service cost . ... 339 33.3 8.3 8.7
INterest COSt .. oo it 239.7 239.2 105.2 113.6
Plan participants’ contributions .............. — — 13.4 154
Actuarial loss/(gain) .............. ... ...... (72.0) 244.1 58.7 1924
Amendments ............ . 22.8 11.9 04 —
Benefitspaid ............ ... ivinin... (317.5) (323.8) (121.5) (134.2)
Benefit obligations atend of year ............. $3,136.7 $3,341.4 $ 14765 $1,6724
Change in plan assets: ’ ’
Fair value of plan assets at beginning of year . ... $3,521.5 $34724 $ 1679 § 161.6
Actual return on plan assets ................. 261.1 (212.8) 11.8 (8.3)
Employer contributions .. ................... 7.3 - 59 90.0 70.1
Plan participants’ contributions .............. — — 13.4 15.4
Benefitspaid ..............ccoiiiii... (317.5) (323.8) (121.5) (134.2)
Fair value of plan assets at end of year . . ... $3,4724 $29417 $ 1616 § 1046
Fundedstatus ............. ... .. .. ... ... ..., $ 3357 $(399.7) $(1,314.9) $(1,567.8)
Unrecognized net actuarial loss/(gain) ............. (280.9) 331.5 (52.4) 166.5
Unrecognized prior service cost .................. 1144 113.7 (87.0) (72.7)
Unrecognized initial net benefit obligation .. ........ 8.2 1.9 — —
Net amount recognized ................. $ 1774 $ 474 $(1,454.3) $(1,474.0)
Amounts recognized in the consolidated
balance sheets consist of:
Prepaid benefitcost ........................ $ 2065 $ 14 3 — 3 —
Accrued benefit liability .................... (32.5) (3344) (1454.3) (1474.0)
Intangible asset . .......... ... ... .. 2.2 108.2 — —
Accumulated other comprehensive income .. ... 1.2 2722 —_ —
Net amount recognized ................. $ 1774 $ 474 $(1,454.3) $(1,474.0)
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Weighted average assumptions at year end for the consolidated Company are as follows:

Pensien Benefits QOther Benefits
1999 2000 2001 1999 2000 M
Discountrate ................... 775%  8.00% 7.25% 775%  8.00% 7.25%
Expected return on plan assets ..... 9.50% 10.00% 9.25% 9.50% 10.00% 9.25%
Rate of compensation increase .. ... 4.00%  4.00% 4.00% 4.00% 4.00% 4.00%

For measurement purposes, health care costs are assumed to increase 8% during 2002, and thereafter this
rate decreases 1% per year until reaching the ultimate trend rate of 4.25% in 2006.

The projected benefit obligation, accumulated benefit obligation and fair value of plan assets for pension
plans with an accumulated benefit obligation in excess of plan assets were $42.1, $28.4 and $1.6, respectively,
for 2000, and $3,331.4, $3,262.8 and $2,931.5, respectively for 2001.

The components of net periodic benefit costs for the years 1999, 2000 and 2001 are as follows:

Pension Benefits Other Benefits
1999 2000 2001 1299 2000 2001
Components of net periodic benefit cost:
Service Cost ........viiiieiania... $ 359 $ 339 $ 333 $ 95 $ 83 § 87
Interestcost ...................... 228.8 239.7 239.2 96.7 105.2 1136
Expected return on plan assets . ....... (299.0) (321.2) (332.8) (143) (@14.00 (127
Amortization of prior service cost .. . .. 8.8 12.9 143 (144) (14.3) (@144
Recognized net actuarial loss/(gain)
Annual amortization ........... 32 (20.4) (183) (3.9 7.7 3.7
Pension charge ................ — — 194.0 — — —
Settlement curtailment loss/(gain) ... .. 13.8 1.1 — 0.7 — —
Amortization of unrecognized initial net
obligation ...................... 6.4 6.3 6.3 — — —
Net periodic benefit cost (income) . . . . . $ (1) $ 477 $1360 $734 $ 775 $ 915

The fourth quarter pension charge was recorded to recognize a net actuarial loss outside the 10% corridor
under the Company’s accounting for pensions and other postretirement benefits as described in Note 1.

Assumed health care cost trend rates have a significant effect on the amounts reported for health care plans.
A one-percentage-point change in the assumed health care cost trend rates would have the following effects:

Omne-Percentage-
Point

Increase  Decrease

Effect on total service cost and interest cost components . . ............. e $ 122 % (109
Effect on postretirement benefit obligation .............. ... ... .. ... . 139.7 (124.9)
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In addition to defined benefit pension plans, most employees are eligible to participate in various defined
contribution plans. Total expense related to these plans was $11.5 in 1999, $12.6 in 2000 and $2.2 in 2001. The
2001 expense was significantly lower because no variable matching contribution was payable to non-represented
employees for the year.

9. Segment Information

The Company’s Steel Operations currently consist of steel production and finishing plants in Butler,
Pennsylvania; Ashland, Kentucky; Coshocton, Mansfield, Middletown, and Zanesville, Ohio; and Rockport,
Indiana that produce flat-rolled steels, including premium quality coated, cold-rolled and hot-rolled carbon steel,
and specialty stainless and electrical steels produced in slab, hot band, sheet and strip form. Steel products are
primarily for sale to the domestic automotive, appliance, industrial machinery and equipment, and construction
markets. Steel Operations also include European trading companies that buy and sell steel and manufactured steel
products. At the beginning of 2000, a redundant galvanizing line in Dover, Ohio was shut down (Note 10).

The Company’s Snow and Ice Control Products segment consists of Douglas Dynamics, L.L.C., the largest
North American manufacturer of snowplows, and salt and sand spreaders for four-wheel drive light trucks.

In addition, the Company owns and operates Sawhill Tubular Products, a manufacturer of a wide range of
steel pipe and tubing products, and an industrial park on the Houston, Texas ship channel. In 2001, the Company
acquired AK Tube L.L.C., a manufacturer of welded steel tubing. These businesses are included in Other
Operations, below.

On December 18, 2001, the Company announced that it had signed a letter of intent to sell the assets of
Sawhill Tubular to John Maneely Company. The sale, which is expected to be completed in the first half of 2002,
is contingent upon approval by the boards of directors of both companies.

Accounting policies for the segments are the same as those described in the summary of significant
accounting policies in Note 1. Management evaluates the performance of these segments based on their operating
profit. All corporate expenses and assets are included in the Steel Operations segment.
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Information regarding the Company’s operating segments is as follows:

1999 2000 2001
Net Sales:
Steel Operations . .......o.vie i $4,055.3 $4,277.3 $3,653.6
Snow and Ice Control Products . .................ovin... 118.7 112.3 138.8
Other Operations ...ttt 194.3 221.9 201.7
Total .. e $4,368.3 $4,611.5 3$3,994.1
Operating Profit (Loss):
Steel Operations ............uiiineiiie i $ 2017 $ 3007 $ (68.9)
Snow and Ice Control Products .. ............ .. ... .. .... 36.1 30.5 41.0
Other Operations . .........couieiirnei i 7.0 7.0 8.3
Total ..o e $ 2448 $ 3382 $ (19.6)
Depreciation: :
Steel Operations . ........ ...t $ 2027 § 2238 § 2210
Snow and Ice Control Products . .......... ... .. .ot 29 27 2.9
Other Operations .. ........cuuuuniinie . 5.1 55 6.8
Total oo e e $ 2107 $ 2320 $ 2307
Capital Investments:
Steel Operations .. ........c.ouiiririii i $ 3145 $ 1272 $ 1014
Snow and Ice Control Products .. ......................... 7.5 5.0 3.0
Other Operations . ......... ...ttt iiiinenenn... 15.2 55 43
Total ..o e $ 3372 $ 137.7 $ 108.7
Total Assets:
Steel Operations .. .........uuieiineiieiii e $5,042.1 $5,044.0 $4,990.8
Snow and Ice Control Produets .. ......................... 72.6 71.0 74.5
Other Operations . . ......c..ouiiunii i 1124 124.8 160.5
Total ... $5,227.1 $5239.8 $5,225.8

As a result of continued growth in the Snow and Ice Control Products business, its operations were
reclassified from Other Operations in 2001. All prior periods were restated to reflect this change.

Steel Operations net sales to General Motors Corporation, the Company’s largest customer, accounted for
approximately 15%, 15% and 18% of the segment’s net sales in 1999, 2000 and 2001, respectively. No other
customer accounted for more than 10% of segment net sales for any of these years.

Steel Operations net sales to customers located outside the United States totaled $263.1, $332.0 and $407.1
for 1999, 2000 and 2001, respectively.

Steel Operations operating profit (loss) in 1999 includes $99.7 of special charges and in 2001 includes $49.9
in an unusual gain and $192.2 of the fourth quarter pension charge (Note 10). Steel Operations operating profit
(loss) also includes income (loss) from equity companies of $2.1, $(1.4) and $0.8 for 1999, 2000 and 2001,
respectively. ‘
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19. Special Charges and Unusual [tems

In 1999, the Company recognized $99.7 in special charges for costs related to the merger with Armco,
including $28.5 of expenses incurred for banking, legal, accounting and other transaction fees, $51.1 for
employee severance and certain required payments under the change-of-control provisions contained in Armco’s
employee benefit plans and $20.1 for the closure of a redundant facility. Approximately $54.0 of the $99.7
required the outlay of cash in 1999, with additional cash payments of approximately $7.0 made in 2000 and $0.5
made in 2001. With the exception of certain employee benefits and environmental expenditures that will be
funded over a long period of time, the remainder of the special charges do not require the outlay of cash.

The charge for closure of the redundant facility relates to the shutdown of the carbon steel galvanizing plant
in Dover, Ohio. The plant ceased production on December 17, 1999. The announced closure, effective
January 29, 2000, resulted in the termination of 120 employees, the majority of which were represented hourly
production workers. The following provides details of that portion of the special charge relating to the closure:

ASSEt IMPAITINENLS . ... oottt e e e e $ 77
Benefit plan curtailment 1osses . ......... ... . ... 9.7
Termination benefits . ... ... ... it e 1.0
Environmental liabilities . ....... ... .. e 1.0
Other expenditures = . ... ... 0.7

Total .. e e $20.1

In the fourth quarter of 2001, the Company’s primary health insurance provider converted from a mutual
insurance company to a corporation, issuing shares of its common stock to certain of its long-time policyholders.
As a major policyholder, AK Steel received shares of common stock, recording a benefit of $49.9. This benefit is
net of a liability established to provide compensation to Company employees and retirees who contributed a
small portion of the premiums for the applicable plans of the insurance provider.

As more fully explained in Note 1 in the paragraph entitled Pension and Other Postretirement Benefits
Accounting, under its method of accounting for pension and other postretirement benefit plans, the Company
recognized, as a fourth quarter 2001 unusual item, a non-cash pension charge of $194.0.

11. Commitments

The principal raw materials required for AK Steel’s steel manufacturing operations are carbon and stainless
steel scrap, iron ore, coal, electricity, natural gas, oxygen, chrome, nickel, silicon, molybdenum, zinc, limestone
and other commodity materials. In addition, AK Steel purchases carbon steel slabs from other steel producers to
supplement the production from its own steelmaking facilities. Purchases of coal, iron ore and limestone, as well
as transportation services, are made at negotiated prices under annual and multi-year agreements. Most purchases
of carbon steel slabs, carbon and stainless steel scrap, natural gas and other raw materials are made at prevailing
market prices, which are subject to fluctuation in accordance with supply and demand. AK Steel believes that
adequate sources of supply exist for all of its energy and raw material requirements.

The Company has entered into derivative transactions to hedge the price of natural gas and certain raw
materials. As of December 31, 2001, current and noncurrent liabilities on the consolidated balance sheets include
$33.8 and $6.0, respectively, for the fair value of these derivatives. The effect on cash of settling these liabilities
is expected to be offset by lower prices paid for the related commodities.

At December 31, 2001, commitments for future capital investments totaled approximately $46.7, all of
which will be funded in 2002.
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12. Legal, Environmental Matters and Contingencies
Domestic steel producers, including the Company, are subject to stringent federal, state and local laws and
regulations relating to the protection of human health and the environment.
The Company has expended the following for environmental-related capital investments and environmental

compliance:

1999 2000 2001

Environmental related capital investments .............. .. ... ... 0., $ 71 $10.1 $18.8
Environmental compliance Costs . ............oo i 859 935 995

In addition to the items discussed below, the Company is involved in routine litigation, environmental
proceedings, and claims pending with respect to matters arising out of the normal conduct of the business. Except
to the limited extent noted below with respect to the claims in the Federal Action, management believes that the
ultimate disposition of the following proceedings will not have, individually or in the aggregate, a material
adverse effect on the Company’s consolidated financial condition, results of operations or cash flows.

AK Steel and its predecessors have been conducting steel manufacturing and related operations for more
than 100 years. Although their operating practices are believed to have been consistent with prevailing industry
standards during this time, hazardous materials may have been released in the past at one or more operating sites,
including sites that are no longer owned by AK Steel. Potential remediation expenditures have been estimated for
those sites where future remediation efforts are probable based on identified conditions, regulatory requirements
or contractual obligations arising from the sale of a business.

Pursuant to the Resource Conservation and Recovery Act (“RCRA”), which governs the treatment, handling
and disposal of hazardous waste, the United States Environmental Protection Agency (“EPA”) and authorized
state environmental agencies may conduct inspections of RCRA regulated facilities to identify areas where there
have been releases of hazardous waste or hazardous constituents into the environment and may order the
facilities to take corrective action to remediate such releases. The Company’s major steelmaking facilities are
subject to RCRA inspections by environmental regulators. While the Company cannot predict the future actions
of these regulators, the potential exists for required corrective action at these facilities.

Under authority conferred by the Comprehensive Environmental Response, Compensation and Liability Act
(“CERCLA”), the EPA and state environmental authorities have conducted site investigations at certain of AK
Steel’s facilities, portions of which previously had been used for disposal of materials that are currently subject to
regulation. While the results of these investigations are still pending, AK Steel could be directed to expend funds
for remedial activities at the former disposal areas. Because of the uncertain status of these investigations,
however, management cannot predict whether or when such expenditures might be required or their magnitude.

On July 27, 2001, AK Steel received a Special Notice Letter from the EPA requesting that AK Steel agree to
conduct a Remedial Investigation/Feasibility Study (“RI/FS”) and enter into an administrative order on consent
pursuant to Section 122 of CERCLA regarding the former Hamilton Plant of Armco located in New Miami, Chio.
The Hamilton Plant is no longer an operating steel mill, having ceased operations in 1990, and all of its former
structures have been demolished and removed. While AK Steel does not agree that a site-wide RI/FS is necessary or
appropriate at this time, AK Steel has offered to negotiate with the EPA concerning the specific terms and
conditions under which it would conduct such a study. If an agreement with the EPA cannot be reached on the
specific terms and conditions of the proposed RIFS, AK Steel intends to contest this matter vigorously.
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Federal regulations promulgated pursuant to the Clean Water Act impose categorical pretreatment limits on
the concentrations of various constituents in coke plant wastewater prior to discharge into publicly owned
treatment works (“POTW”). Due to concentrations of ammonia and phenol in excess of these limits in
wastewater from the Middletown Works, AK Steel, through the Middletown POTW, petitioned the EPA for
“removal credits,” a type of compliance exemption, based on the Middletown POTW’s satisfactory treatment of
the wastewater for ammonia and phenol. The EPA declined to review the petition on the grounds that it had not
yet promulgated new sludge management rules. AK Steel thereupon sought and obtained from the United States
District Court for the Southern District of Ohio an injunction prohibiting the EPA from instituting enforcement
action against AK Steel for noncompliance with the pretreatment limitations, pending the EPA’s promulgation of
the applicable sludge management regulations. Management is unable to predict the outcome of this matter.
However, if the EPA eventually refuses to grant the petition for removal credits, AK Steel could incur additional
costs to construct pretreatment facilities at the Middletown Works.

On February 27, 1995, the Ohio Environmental Protection Agency (“OEPA”) issued a Notice of Violation
with respect to the Zanesville Works alleging noncompliance with both a 1993 order and various state
regulations regarding hazardous waste management. AK Steel is continuing to work with the OEPA and the Ohio
Attorney General’s Office to achieve final resolution of this matter. In addition, AK Steel is negotiating with the
EPA for an order concerning these same waste management issues.

Cn June 29, 2000, the United States filed a complaint on behalf of the EPA against AK Steel in the U. S.
District Court for the Southern District of Chio (the “Federal Action™) for alleged violations of the Clean Air
Act, the Clean Water Act and the RCRA. On the same date, AK Steel filed a Verified Complaint for Declaratory
and Injunctive Relief in the Court of Common Pleas for Butler County, Ohio (the “State Action”) against the
State of Chio and the OEPA seeking a declaration that, among other things, (a) AK Steel is in compliance with
its operating permits for the blast furnace and basic oxygen furnaces at its Middletown Works, which would
preclude the State of Ohio and the OEPA from taking any action to order or enforce obligations on AK Steel with
respect to those facilities, and (b) that any emissions from the Middletown Works do not cause, or otherwise
contribute to, a public nuisance. On June 30, 2000, the State of Ohio moved to intervene in the Federal Action.
On March 29, 2001, the U.S. District Court ruled that the State of Ohio could conditionally intervene in the
Federal Action. Subsequently, Ohio filed a conditional complaint, which included various environmental claims,
including seven air pollution claims. On May 9, 2001, AK Steel moved to dismiss all of Ohio’s claims in the
Federal Action. On July 27, 2001, the Court of Common Pleas in the State Action declared null and void two
Notices of Violation issued by the OEPA upon which certain of the air pollution claims of the EPA and Ohio in
the Federal Action were predicated. Subsequently, the court held that that effectively concludes the State Action.
AK Steel has appealed that holding to the 12% District Court of Appeals in Butler County, Ohio. On October 17,
2001, the OEPA issued a similar new Notice of Violation, but moved to amend its conditional complaint in the
Federal Action to withdraw four of its air pollution claims, which were predicated on the two original Notices of
Violation that were declared null and void. On September 27, 2001, the U.S. District Court dismissed with
prejudice the EPA’s air pollution claim, which had been predicated on the two voided Notices of Violation
letters. In addition, on December 19, 2001, the U.S. District Court stayed the remaining three air pollution claims
of the OEPA in the Federal Action pending resolution of a related administrative appeal to the Chio
Environmental Review Appeals Commission addressing the newly issued OEPA Notice of Violation. AK Steel’s
motion to dismiss the OEPA claims not yet dismissed in the Federal Action remains pending. No trial date has
yet been set in the Federal Action. AK Steel is vigorously contesting all of the remaining claims. If OEPA and/or
the EPA are completely successful in obtaining the relief they seek in the Federal Action with respect to their air
pollution claims, it could result in significant penalties and require a substantial capital investment to install
interim pollution control equipment on the blast furnace and basic oxygen furnaces at the Middletown Works
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under current federal pollution control regulations before certain proposed new federal regulations are made
final. Once those proposed new federal regulations become final, AK Steel could be required to make another
substantial capital investment to replace the interim pollution control equipment. Under those circumstances, the
Company may conclude that it is more cost-effective to purchase slabs than to make them at the Middletown
Works and may elect to shut down the hot end facilities of the Middletown Works. If the EPA and OEPA are
completely successful in obtaining the relief they seek in the Federal Action with respect to their water and/or
RCRA claims, it could result in substantial penalties and an order requiring AK Steel to investigate and
remediate alleged polychlorinated biphenyl and polycyclic aromatic hydrocarbon contamination in Monroe Ditch
and Dick’s Creek, which are located on and adjacent to the Middletown Works. At this time, the Company is
unable to estimate the cost of an adverse outcome related to the air pollution, water pollution or RCRA claims or
the potential cost of a shutdown of the hot end of the Middletown Works.

On September 30, 1998, Armco received an order from the EPA under Section 3013 of RCRA requiring it
to develop a plan for investigation of eight areas of the Mansfield Works that allegedly could be sources of
contamination. A site investigation began in November 2000 and is continuing.

On June 27, 2000, the EPA issued an Emergency Order pursuant to the Safe Drinking Water Act to AK
Steel’s Butler Works located in Butler, Pennsylvania concerning discharge of nitrate/nitrite compounds to the
Connoquenessing Creek, an occasional water source for the Borough of Zelienople. On March 2, 2001, AK Steel
entered in an agreed administrative order with the EPA calling for, among other things, a decrease in the levels of
nitrates and nitrites in the treated water discharged to waters of the Commonwealth of Pennsylvania by AK
Steel’s Butler Works and for the provision of emergency drinking water for Zelienople during certain times when
it must draw drinking water from the Connoquenessing Creek. AK Steel has taken and is continuing to take the
measures necessary to comply with that order.

On July 13, 2001, Crinoco Iron, C.A. (“Orinoco”) filed an action against AK Steel in the United States
District Court for the Southern District of Ohio, Case No. C-1-01-461. Orinoco and AK Steel are parties to a
contract whereby Orinoco supplies AK Steel with a form of iron ore referred to as hot briquetted iron (“HBI”).
Orinoco asserts claims for breach of contract, repudiation of contract and breach of a covenant of good faith and
fair dealing with respect to that HBI supply contract and is seeking damages in excess of $60.0. AX Steel has
filed a response to the Complaint in which it denies Orinoco’s claims and asks the court to reform the HBI supply
contract to reflect the original intent of the parties that the price paid by AK Steel under that contract would more
closely track the world price for HBI. Discovery is underway. Trial is tentatively scheduled for April 2003. AK
Steel intends to contest Orinoco’s claims vigorously.

In April 2000, a class action was filed in the United States District Court for the Southern District of Chio
by Bernard Fidel and others against AK Steel Holding Corporation and certain of its directors and officers,
alleging material misstatements and omissions in the Company’s public disclosure about its business and
operations. The defendants are vigorously defending this action. AX Steel has filed a motion to dismiss the
action, which currently is pending. Discovery is stayed pending resolution of the motion to dismiss. No trial date
has been scheduled.

A number of lawsuits alleging asbestos exposure are pending and continue to be filed against AK Steel. The
majority of these lawsuits have been filed in Texas and relate to the former Houston Works facility. Such cases
typically involve a large number of plaintiffs claiming against a large number of defendants. AK Steel is
normally named as a defendant by a small percentage of the plaintiffs who typically were frequenters
(independent contractors, delivery personnel, etc.) claiming that they were exposed to asbestos while they were
on the premises. AK Steel is actively and vigorously defending these cases.
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On January 2, 2002, John D. West, a former employee, filed a purported class action in the United States
District Court for the Southern District of Ohio against the AK Steel Corporation Retirement Accumulation
Pension Plan (the “AK RAPP”) and the AK Steel Corporation Benefit Plans Administrative Committee (the “AK
BPAC”) claiming that the method used under the AK RAPP to determine lump sum distributions is improper and
that, as a result, the benefits previously paid to plaintiff and putative class members from the AK RAPP were
understated in violation of the Employment Retirement Income Security Act of 1974 and the Internal Revenue
Code of 1986. The AX RAPP is the cash balance plan component of the AK Steel Noncontributory Pension Plan
(the “AK NCPP”). The AK NCPP provides that the Company will indemnify members of AK BPAC from any
liability and expense incurred by reason of serving as a member of AK BPAC. Because the action was only
recently filed, the defendants have not yet responded to the Complaint and no discovery has yet commenced. The
defendants intend to contest this matter vigorously.

At December 31, 2001, the Company had recorded $12.3 in current accrued liabilities and $36.7 in
noncurrent other liabilities on its consolidated balance sheets for estimated probable costs relating to
environmental matters.

13. Discontinued Operations

Certain of Armco’s former businesses included operations in foreign countries. At the time of their sale or
closure, some of these operations had unresolved tax issues in those countries. Following consultation with local
country advisors in 1999, Armco determined that it had resolved most of these issues and reversed a majority of
the related reserves, recognizing income of $7.5, or $0.07 per share, in discontinued operations.

14, Censolidated Quarterly Sales and Earnings (Unaudited)

Earnings per share for each quarter and the year are calculated individually and may not add to the total for
the year. '

2000
First Second Third Fourth
Quarter Quarter Quarter Quarter Year
Netsales ....... ..., $1,162.0 $1,249.7 $1,140.0 $1,059.8 $4,611.5
Grossprofit ....... ... ... ... .. oL, 203.3 2437 221.3 169.5 837.8
NetinCome . ........coviiiinuenennan... 26.5 49.1 41.3 15.5 132.4
Basic earnings pershare .............. 0.24 0.44 0.38 0.14 1.20
Diluted earnings per share ... .......... 0.24 0.44 0.38 0.14 1.20
2001
First Second Third Fourth
Quarter Quarter Quarter Quarter Year
Netsales ....oovviiiiin .. $998.8 $1,022.2 $1,000.1 $973.0 $3,994.1
Grossprofit ....... ... . .. i, 135.1 159.4 143.7 182.3 620.5
Netincome (J0SS) .........cvvivivnnnn. (12.8) 2.7 5.9 (76.4) (92.4)
Basic earnings per share .............. (0.12) 0.02 (0.06) 0.71) (0.87)
Diluted earnings per share . ............ (0.12) 0.02 (0.06) 0.71) (0.87)

Included in the net loss for the fourth quarter and full year of 2001 was a pension charge of $194.0 ($122.2
net of tax) and a benefit of $49.9 ($31.4 net of tax) for the shares received in the insurance provider’s
demutualization (Note 10).
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Item 9. Changes in and Disagreements with Accountants.

None.

PART III
Item 10. Directors and Executive Officers of the Registrant.

Information with respect to the Company’s Executive Officers is set forth in Part 1 of this Annual Report
pursuant to General Instruction G of Form 10-K. The information required to be furnished pursuant to this item
with respect to Directors of the Company will be set forth under the caption “Election of Directors” in the
Company’s proxy statement (the “2002 Proxy Statement”) to be furnished to stockholders in connection with the
solicitation of proxies by the Company’s Board of Directors for use at the Annual Meeting of Stockholders, and
is incorporated herein by reference.

The information required to be furnished pursuant to this item with respect to compliance with Section 16(a)
of the Exchange Act will be set forth under the caption “Section 16(a) Beneficial Ownership Reporting
Compliance” in the Proxy Statement, and is incorporated herein by reference.

Item 11. Executive Compensation.

The information required to be furnished pursuant to this item will be set forth under the caption “Executive
Compensation” in the 2002 Proxy Statement, and is incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management.

The information required to be furnished pursuant to this item will be set forth under the caption “Stock
Ownership,” in the 2002 Proxy Statement, and is incorporated herein by reference.

Itemn 13. Certain Relationships and Related Transactions.

The information required to be furnished pursuant to this item will be set forth under the captions “Certain
Relationships and Transactions” in the 2002 Proxy Statement, and is incorporated herein by reference.

PART IV
Item 14. Exhibits, Financial Statement Schedules and Reports on Form 10-K.

(a) The list of financial statements filed as part of this report is submitted as a separate section, the index to
which is located on page 16. Financial statement schedules are omitted because of the absence of the conditions
under which they are required or because the information is set forth in the financial statements or notes thereto.

(b) Reports on Form 8-K filed during the fourth quarter of 2001 were:

Item Reported %
Judge Dismisses Pollution Claim Against Company ...............c.oiienien.... October 10, 2001
Supplemental Financial Information and Earnings Release .......................... October 24, 2001
Non-binding Letter of Intent to Sell Sawhill Tubular Division Assets Signed ............ December 18, 2001

(c) Exhibits:

List of exhibits begins on next page.
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Exhibit
Number

3.1

32

33

34

4.1

4.2

43

44

4.5

4.6

4.7

4.8

4.9

4.10

INDEX TO EXHIBITS

Description

Certificate of Incorporation of the Company, filed with the Secretary of State of the State of
Delaware on December 20, 1993, as amended (incorporated herein by reference to Exhibit 3.1.1 to
the Company’s Current Report on Form 8-K, as filed with the Commission on May 27, 1998).

By-laws of the Company (incorporated herein by reference to Exhibit 3.2 to the Company’s
Registration Statement on Form S-1 (Registration No. 33-74432), as filed with the Commission on
January 26, 1994).

Certificate of Designations, Preferences, Rights and Limitations of Series A Junior Preferred Stock
(included in Exhibit 10.16).

Certificate of Designations of Series B $3.625 Cumulative Convertible Preferred Stock (incorporated
herein by reference to Exhibit 3.4 to the Company’s Annual Report on Form 10-K for the year ended
December 31, 1999).

Indenture, dated as of October 1, 1992, relating to the Company’s 9% Senior Notes Due 2007 (the
“1992 Indenture”) (incorporated herein by reference to Exhibit 4 to the Registration Statement of
Armco Inc. on Form S-3 (Registration No. 33-51806), as filed with the Commission on September 9,
1992).

Supplemental Indenture No. 2, dated as of September 1, 1997, to the 1992 Indenture (incorporated
herein by reference to Exhibit 4.4 to the Registration Statement of Armco Inc. on Form S-4
(Registration No. 333-36691), as filed with the Commission on September 30, 1997).

Supplemental Indenture No. 3, dated as of July 30, 1999, to the 1992 Indenture (incorporated herein
by reference to Exhibit 4.3 to the Company’s Current Report on Form 8-K, as filed with the
Commission on October 21, 1999).

Supplemental Indenture No. 4, dated as of September 30, 1999, to the 1992 Indenture (incorporated
herein by reference to Exhibit 4.4 to the Company’s Current Report on Form 8-K, as filed with the
Commission on October 21, 1999).

Supplemental Indenture No. 5, dated as of October 1, 1999, to the 1992 Indenture (incorporated
herein by reference to Exhibit 4.5 to the Company’s Current Report on Form 8-K, as filed with the
Commission on October 21, 1999).

Indenture, dated as of November 1, 1993, relating to the Company’s 8-7/8% Senior Notes Due 2008
(the “1993 Indenture”) (incorporated herein by reference to Exhibit 4 to the Registration Statement of
Armco Inc. on Form S-3 (Registration No. 33-50205), as filed with the Commission on September 9,
1993).

Supplemental Indenture No. 2, dated as of December 15, 1998, to the 1993 Indenture (incorporated
herein by reference to Exhibit 4.3 to the Registration Statement of Armco Inc. on Form S-4
(Registration No. 333-71203), as filed with the Commission on January 26, 1999).

Supplemental Indenture No. 3, dated as of July 30, 1999, to the 1993 Indenture (incorporated herein
by reference to Exhibit 4.8 to the Company’s Current Report on Form 8-K, as filed with the
Commission on October 21, 1999).

Supplemental Indenture No. 4, dated as of September 30, 1999, to the 1993 Indenture (incorporated
herein by reference to Exhibit 4.9 to the Company’s Current Report on Form 8-K, as filed with the
Commission on Qctober 21, 1999).

Supplemental Indenture No. 5, dated as of October 1, 1999, to the 1993 Indenture (incorporated
herein by reference to Exhibit 4.10 to the Company’s Current Report on Form 8-K, as filed with the
Commission on October 21, 1999).
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Exhibit
Number

4.11

4.12

4.13

4.14

4.15

4.16

4.17

4.18

4.19

10.1

10.2

10.3

10.4

10.5

Description

Indenture, dated as of December 17, 1996, relating to the Company’s 9-1/8% Senior Notes Due 2006
(the “1996 Indenture™) (incorporated herein by reference to Exhibit 4.1 to the Company’s
Registration Statement on Form S-4 (Registration No. 333-19781), as filed with the Commission on
January 14, 1997).

First Supplemental Indenture, dated as of August 6, 1999, to the 1996 Indenture (incorporated herein
by reference to Exhibit 4.11 to the Company’s Current Report on Form 8-K, as filed with the
Commission on October 21, 1999).

Second Supplemental Indenture, dated as of October 1, 1999, to the 1996 Indenture (incorporated
herein by reference to Exhibit 4.12 to the Company’s Current Report on Form 8-K, as filed with the
Commission on October 21, 1999).

Indenture, dated as of February 10, 1999, relating to the Company’s 7-7/8% Senior Notes Due 2009
(the “1999 Indenture”) (incorporated herein by reference to Exhibit 1 to the Company’s Current
Report on Form 8-K, as filed with the Commission on February 17, 1999).

First Supplemental Indenture, dated as of August 6, 1999, to the 1999 Indenture (incorporated herein
by reference to Exhibit 4.13 to the Company’s Current Report on Form 8-K, as filed with the
Commission on October 21, 1999).

Second Supplemental Indenture, dated as of October 1, 1999, to the 1999 Indenture (incorporated
herein by reference to Exhibit 4.14 to the Company’s Current Report on Form 8-K, as filed with the
Commission on October 21, 1999).

Form of Note Purchase Agreement, dated as of December 17, 1996, relating to the Company’s
Senior Secured Notes, Series A-E, Due 2004 (incorporated herein by reference to Exhibit 4.5 to the
Company’s Registration Statement on Form S-4 (Registration No. 333-19781), as filed with the
Commission on January 14, 1997).

Supplemental Agreement, dated as of July 28, 1999, amending the Note Purchase Agreements, dated
as of December 17, 1996, relating to the Company’s Senior Secured Notes, Series A-E, Due 2004
(incorporated herein by reference to Exhibit 4.15 to the Company’s Current Report on Form 8-K, as
filed with the Commission on October 21, 1999).

Guarantee Agreement, dated as of September 30, 1999, by Douglas Dynamics, L.L.C. pursuant to the
Note Purchase Agreements, dated as of December 17, 1996, as amended, relating to the Company’s
Senior Secured Notes, Series A-E, Due 2004 (incorporated herein by reference to Exhibit 4,16 to the
Company’s Current Report on Form 8-K, as filed with the Commission on October 21, 1999).

Form of Executive Officer (Other Than CEQ) Severance Agreement, as amended and restated
through March, 2000. (incorporated herein by reference to Exhibit 10.1 to the Company’s Annual
Report on Form 10-K for the year ended December 31, 2000).

Form of Executive Officer Severance Agreement—Richard M. Wardrop, Jr. (incorporated herein by
reference to Exhibit 10.5 to the Company’s Annual Report on Form 10-K for the year ended
December 31, 1997).

Form of Executive Officer Severance Agreement—James L. Wareham (incorporated herein by
reference to Exhibit 10.6 to the Company’s Annual Report on Form 10-K for the year ended
December 31, 1997).

Annual Management Incentive Plan (incorporated herein by reference to Exhibit 10.7 to the
Company’s Annual Report on Form 10-K for the year ended December 31, 1998).

Stock Incentive Plan (incorporated herein by reference to Exhibit 10.8 to the Company’s Annual
Report on Form 10-K for the year ended December 31, 1998).
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Number

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.26

10.27

*11
*12
*21
*23

Description

Executive Minimum and Supplemental Retirement Plan. (incorporated herein by reference to Exhibit
10.6 to the Company’s Annual Report on Form 10-K for the year ended December 31, 2000).

Amended and Restated Receivables Purchase Agreement, dated as of October 1, 1999, between AKX
Steel and AK Steel Receivables Ltd. (incorporated herein by reference to Exhibit 10.7 to the
Company’s Annual Report on Form 10-K for the year ended December 31, 2000).

Amended and Restated Purchase and Servicing Agreement, dated as of October 1, 1999, among AK
Steel Receivables Ltd., AK Steel, the institutions from time to time party thereto and PNC Bank,
National Association. (incorporated herein by reference to Exhibit 10.8 to the Company’s Annual
Report on Form 10-K for the year ended December 31, 2000).

First Consent and Amendment Agreement, dated as of December 21, 1999, to the Purchase and
Servicing Agreement, dated as of October 1, 1999, among AK Steel Receivables Ltd., AK Steel, the
institutions from time to time party thereto and PNC Bank, National Association. (incorporated
herein by reference to Exhibit 10.9 to the Company’s Annual Report on Form 10-X for the year
ended December 31, 2000). :

Deferred Compensation Plan for Management (incorporated herein by reference to Exhibit 10.29 to
the Company’s Annual Report on Form 10-K for the year ended December 31, 1995).

Deferred Compensation Plan for Directors (incorporated herein by reference to Exhibit 10.30 to the
Company’s Annual Report on Form 10-X for the year ended December 31, 1995).

Rights Agreement, dated as of January 23, 1996, between the Company and the Bank of New York
as predecessor to Fifth Third Bank, as Rights Agent, with respect to the Company’s Stockholder
Rights Plan (incorporated by reference to Exhibit 1 to the Company’s Registration Statement on
Form 8-A under the Securities Exchange Act of 1934, as filed with the Commission on February 5,
1996).

Substitution of The Fifth Third Bank as Successor Rights Agent and Amendment No. 1, dated
September 15, 1997, to Rights Agreement dated as of January 23, 1996 (incorporated herein by
reference to Exhibit 4.1 to the Company’s Current Report on Form 8-K, as filed with the
Commission on September 15, 1997).

Instrument of Resignation, Appointment and Acceptance, dated as of September 15, 1997, with
respect to resignation of The Bank of New York as Trustee and the appointment of The Fifth Third
Bank as Successor Trustee under the 1996 Indenture (incorporated herein by reference to Exhibit 4.3
to the Company’s Current Report on Form §8-K, dated September 15, 1997).

Long Term Performance Plan (incorporated herein by reference to Exhibit 10.23 to the Company’s
Annual Report on Form 10-K for the year ended December 31, 1998).

First Amendment, dated July 17, 1997, to Executive Minimum and Supplemental Retirement Plan
(incorporated herein by reference to Exhibit 10.25 to the Company’s Annual Report on Form 10-K
for the year ended December 31, 1997).

Second Amendment, dated September 18, 1997, to Executive Minimum and Supplemental
Retirement Plan (incorporated herein by reference to Exhibit 10.26 to the Company’s Annual Report
on Form 10-K for the year ended December 31, 1997).

Statement re: Computation of Per Share Earnings.
Statement re: Computation of Ratio of Earnings to Fixed Charges.
Subsidiaries of the Company.

Independent Auditors’ consent.

* Filed herewith
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Act of 1934, the registrant has
duly caused this Report to be signed on its behalf by the undersigned, thereunto duly authorized in the
City of Middletown, State of Ghic, on March 15, 2002.

AK STEEL HOLDING CORPORATION

By: /s/  JAMES L. WAINSCOTT

James L. Wainscott

Senior Vice President and

Chief Financial Officer

(and principal accounting officer)

Pursuant to the requirements of the Securities Act of 1934, this Report has been signed below by the
following persons on behalf of the Company in the capacities and on the dates indicated.

Signature % %
/s/  RICHARD M. WARDROP, JR. Chairman, Chief Executive Officer March 15, 2002
Richard M. Wardrop, Jr. and President
/s/ JAMES L. WAINSCOTT Senior Vice President and March 15, 2002
James L. Wainseott Chief Financial Officer

(and principal accounting officer)

/s/  RICHARD A. ABDOO Director March 15, 2002
Richard A, Abdoo

/s/  ALLEN BORN Director March 15, 2002
Allen Born '
/s/ DoNALD V. FITES Director March 15, 2002

Donald V. Fites

/s/ Dr.BoNNIE G. HiLL Director March 15, 2002
Dr. Bonnie G. Hill

/s/  ROBERT H. JENKINS Director March 15, 2002
Robert H. Jenkins

/s L AWRENCE A.LESER Director March 15, 2002

Lawrence A. Leser

/s/ DANIEL J. MEYER Director March 15, 2002
Daniel J. Meyer

/s/ DRr.JAMES A. THOMSON Director March 15, 2002

Dr. James A. Thomson
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also held steady. That market strength enabled our Butler
and Zanesville plants to maximize production of these
profitable steels.

And despite a tough overall marketplace, AK Steel
shipped a record 93 percent value-added product mix,
a number simply unapproachable by our competitors.

With more than half of AK Steel’s revenue derived
from the automotive industry, it is not surprising that we
follow trends in that sector closely. The major U.S.
automotive firms have dedicated themselves to a high
level of environmental protection management. In turn,
just as with quality, they are demanding the same level
of performance from their suppliers.

As a result, AK Steel

ﬁ@ % embarked upon the
L1\ Steel process of achieving

1SO 14001 ISO.14001
Hambrumavemeel Viowgganen St Cemofiragion Environmental

Management System
certification in 2001. Our pilot location, the Ashland
Works, became the first U.S. integrated steel plant to
achieve this rigorous certification, and we have initiated
the process at our other steel plants.

At our Butler Works, we have converted three
pickling lines to environmentally friendly hydrogen
peroxide. During one of the most severe droughts in
recent history in western Pennsylvania, AK Steel provided
a state-of-the-art reverse osmosis water purifying system
for downstream residents. The transition was seamless to
the water customers and we provided them with 40
million gallons of purified water.

STRATEGICALLY SPEAKING

During 2001 AK Steel acquired the former Alpha Tube
Corporation in Walbridge, Chio. Renamed AK Tube LLC,
the company’s product line fits nicely with our value-added
template, and it is a significant supplier to the automotive
and truck industry. AK Tube also supplies large diameter,
thin-wall tubing for construction, heating and cooling, and
furniture markets. We also made a modest investment in
Build-To-Order, a young company with what we believe to
be a revolutionary way to build and market vehicles. BTO
envisions mass customization, a single modular platform
and contracted engineering and manufacturing to bring true
build-to-order cars and trucks directly to buyers. What
makes BTO attractive to AK Steel is its interest in stainless
steel space frames and other stainless prototype components
AK Steel and its partners have developed.

Clearly one of the most unique strategic initiatives for
AK Steel is the introduction of a full line of carbon and
stainless steels coated with AgION™ antimicrobial compound.

The compound suppresses the growth of a wide range
of microorganisms, including bacteria, molds, and fungi.

We believe our AgION-coated steels offer tremendous
benefits to our customers in the medical, food processing,

heating and cooling and appliance markets. The introduction
of these products has garnered worldwide media attention in
the most popular consumer and specialized trade magazines.
Indeed, Popular Science named the product as one of the
winners in its “Best of What’s New” award in home
technology for 2001.

To further leverage AK
Steel’s leading role in the
development of antimicrobial-
coated steels, we have expanded
our licensing arrangements to
include prefabricated steel
applications such as heating,
ventilating and cooling, and
refrigeration equipment and
components. The initial response
to our antimicrobial products has

been quite positive.

One additional benefit of the coating on stainless steels
is its ability to mask fingerprint marks. This attribute has
heightened the interest in AgION-coated steels by appliance
makers as a simple and cost effective way to overcome a
vexing issue.

EIGHT YEARS RUNNING

At the bottom line, AK Steel maintained its place at the
very top of the industry in financial performance. Excluding
two unusual items in our fourth quarter, we remained solidly
profitable at the operating income level.

True to the form of the last eight years, our positive
operating profit per ton soared above the average of our
competitors who individually and collectively plunged
deep into the red.

I sincerely appreciate the confidence shown in our
company by shareholders. Everything we do is directed by
what we believe are your best interests. Your company is also
well served by your board of directors: Richard Abdoo, Allen
Bomn, Donald Fites, Dr. Bonnie Hill, Robert Jenkins,
Lawrence Leser, Daniel Meyer, and Dr. James Thomson.

Finally, I would like to extend my sincere personal
thanks to AK Steel president Jim Warecham. After five years
with AK Steel and 41 years of leadership in this industry,

Jim retired March 1. I have been fortunate to have the benefit
of Jim’s extensive industry experience and wisdom, and the
value of his friendship.
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CORPORATE OFFICE

AK Steel Corporation
703 Curtis Street
Middletown, Ohio 45043

TRANSFER AGENT AND REGISTRAR

The Fifth Third Bank is the company’s stock transfer agent
and registrar and maintains the stockholder
accounting records. Address stockholder inquiries to:

Corporate Trust Services
The Fifth Third Bank
Mail Drop 10AT66-3212
38 Fountain Square Plaza
Cincinnati, Ohio 45202
1-800-837-2755
1-513-579-5320

INVESTOR AND ANALYST CONTACTS

James L. Wainscott
Senior Vice President
and Chief Financial Officer
1-513-425-5392

Gregory P. Kuzma
Treasurer

1-513-425-5792

Roger K. Newport
Controller
1-513-425-5270

MEDIA CONTACT

Alan H. McCoy
Vice President, Public Affairs
1-513-425-2826
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